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1 October 7, 2003 1 file evidence in relation to the demand energy

2 (9:05am.) 2 pricing issuesraised. Itisin thiscontext

3 CHAIRMAN: 3 that the issue of Newfoundland Power’'s

4 Q. Thank you and good morning. Good morning, Ms. 4 generation credit arises in this hearing.

5 Newman, arethere any preliminary matters 5 However, the treatment of Newfoundland Power’s
6 before we get started? 6 generation and the design of an energy demand

7 MS.NEWMAN: 7 rate for Newfoundland Power are related issues

8 Q. No, Chair. 8 reguiring a complete review of the evidence

9 CHAIRMAN: 9 before a determination can be made. The Board

10 Q. Thank you. | have one. The Board, | guess, 10 is also satisfied that the factual

11 has made a final determination on the 11 circumstances, including the capacity and

12 outstanding issue from the motion of last week 12 configuration of the system, have changed

13 andyou may recall there werefive issues 13 sufficiently since, | think it was 1993 in the

14 before us. The Board decided on four of those 14 Cost of Service Study, such that areview of

15 with regard to their exclusion or inclusion 15 the treatment of the generation credit is

16 into the hearing, and we did reserve on 16 appropriate at this time. Therefore, the

17 Newfoundland Power’ s request to exclude from 17 Board will not exclude or limit consideration

18 the hearing, the consideration of the issue of 18 of the issue of Newfoundland Power’s

19 Newfoundland Power’ s generation credit. 19 generation credit in this proceeding and
20 We concluded that in P.U. 7, the Board 20 Newfoundland Power’s application of October
21 addressed Hydro's treatment of Newfoundland 21 1st is hereby denied.
22 Power’ s generation credit and the Industrial 22 Good morning, Mr. Wells.
23 Customers interruptible B rate and accepted 23 MR.WELLS:
24 Hydro' streatment of both asproposed. In 24 Q. Morning.
25 that order, the Board also directed Hydro to 25 CHAIRMAN:

Page 3 Page 4

1 Q. Good morning, Mr. Browne. Areyou - 1 factors, including itslow, initial capital

2 BROWNE, Q.C. 2 cost and its maintenance free operating

3 Q. Areyou--I'll wait foryou to finish your 3 characteristic. Hydrowould expect that a

4 notes. When you're ready please. 4 full price signal to consumersin recent years
5 BROWNE, Q.C.: 5 to have had a marginal impact on the

6 Q. Morning, Mr. Wells. 6 penetration rate of electric heat in new

7 MR.WELLS: 7 construction.”

8 Q. Good morning, Mr. Browne. 8 Q. Okay, just stop there. Why would Hydro expect
9 BROWNE, Q.C. 9 that afull price signal would have a margina
10 Q. Mr.Wells, | want to ask you some further 10 impact on the penetration rate of electric

11 questions in reference to the rate 11 heat in new construction?

12 stabilization plan and can we go for a moment 12 . Because--well | haven't read the rest of the
13 to CA-17, please. And in your evidence 13 answer, but, in part, you have the issues of

14 yesterday, we made reference to the fact that 14 the immediate impact of fuel oil prices in

15 you noted that there was an overwhelming 15 that industry applying to consumers and gas at
16 preference for electricity as the energy 16 pumps. And then there was the issue of fuel
17 source of choice for space heatingin new 17 storage. And, as | said yesterday, the

18 construction. And in this question we asked, 18 convenience, the low capital cost, the reduced
19 "why isthis’, and "would it bethe caseif 19 worry--there are no environmental concerns for
20 Hydro had been charging customersthe full 20 the consumer at home with respect to electric
21 cost of power, rather than accumulating oil 21 heat, these things seem to be influencing the
22 costsin the RSP'. And can you just read your 22 consumer preference.  So there’'s money
23 answer into the record, please. 23 factors, environmental factors, ease of
24  A."The preference for electric heat in new 24 maintenance, a whole bunch of things combined,
25 construction can be attributed to a number of 25 because what you have to wrestle with is the
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1 MR WELLS: 1 of the volatility in oil prices and then there
2 fact that consumers have chosen that route in 2 are the other factors. | mean the whole idea
3 new construction. 3 was to protect consumers, so | don’t want to
4 Q.But you sayin your answer, besides the 4 be presented here as an apologist for the rate
5 environmental concerns, that one of the 5 stabilization plan in which we all
6 reasonsisthe volatility in fuel due to high 6 participated setting up.
7 and volatile prices. Because people who heat 7 Q. No, and granted, you're not the main
8 their homeswith oil aresubject to that 8 protagonist herein reference tothe rate
9 volatility aren’t they. When the oil man 9 stabilization plan, we're not suggesting that.
10 comes to the door, they haveto pay or are on 10 | guess we're al party to the rate
11 an equal payment plan for the full year. 11 stabilization plan or the effects of it for a
12 A. That'sright. Well that would be the same as 12 long period of time. However, wouldn’t you
13 electrical rates, the equal payment plan, but 13 grant me that by having arate stabilization
14 you do have to meet the price of the day, yes. 14 plan, you arein fact giving unfair advantage
15 Q. But you're not meeting the price--you' re not 15 to those who sell electricity over those who
16 allowing consumersto meet the price of the 16 sell oil to consumers because the el ectricity
17 day in referenceto their electricity costs 17 pricesaren’'t fluctuating, whereasthe oil
18 duetothe effect of the rate stabilization 18 industry isin areal market, those people are
19 plan, isn’t that true? 19 out there with Irving Oil or Imperial Oil or
20 A.Yes, but you have focused that question 20 any of the others, have areal disadvantagein
21 particularly on Hydro. The rate stabilization 21 reference to dealing with the volatility and
22 plan, as| understand it, wasintroduced and 22 prices, wouldn’t you grant me that?
23 approved by the Board for the benefit of 23 A.Yes, as aresult of therate stabilization
24 electrical consumers and to reduce volatility 24 plan.
25 with respect to electrical rates as aresult 25 Q. Inca-84, we asked if Hydro has ever conducted
Page 7 Page 8
1 studies that assessed the impact of the rate 1 have come on all of usrelatively recently and
2 stabilization plan and total consumption of 2 on the forecast that we had provided to the
3 number six fuel. And if so, please provide 3 Board with respect to oil pricesin our last
4 copies of the studiesand your responsein B 4 application and going forward when the Board
5 isthat no studies have been conducted, is 5 set the rate at $26 a barrel, roughly, we had
6 that correct? 6 thought and 1I’'m sure the Commissioners and
7  A.Yes, that's correct. 7 everybody participating at that time, that
8 Q. Why wouldthat be, consideringthe multi- 8 this plan would be more or less an
9 million dollarsthat are owed with therate 9 equilibrium, that the balance outstanding
10 stabilization plan, and the trouble its caused 10 going forward in the new plan would not be of
11 at least since 1996, why have no studies been 11 concern to anybody, and that the, indeed,
12 donein reference to this particular issue? 12 consumers starting off when the order was
13 A . Wdl | will speak personally. | can only 13 issued, would be getting the correct signal.
14 speak personally on that. Hydro has not 14 | mean that’swhat we all thought and it was
15 considered such studies. We've had no 15 beyond any possibility of our predicting that
16 discussion with respect to studying the impact 16 the priceswould go up to 45 or 48 dollarsa
17 of the rate stabilization plan on fuel 17 barrel from September 1st last year through to
18 consumption in that direct sense. | haveto 18 March.
19 question your referenceto 96. The issues 19 (9:15am.)
20 with the rate stabilization plan really 20 To say then that somehow we should have
21 occurred after 2000 and the higher balance, 21 had the foresight to conduct a study to see
22 which we attempted to correct inour last 22 where consumers preferences are and get the
23 General Rate Application with the Board by 23 message out to advert that, to me there was no
24 getting the price to reflect, as best we 24 basis, no justification for Hydro to take upon
25 could, the current circumstance. These events 25 itself the idea that as of last September or
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1 MR WELLS: 1 indicating that $26 would bethe approved
2 October or November, we should be conducting a 2 rate, or $25.91, we felt that the issue of oil
3 study with respect to the rate stabilization 3 prices and the outstanding balances of the new
4 plan, the higher oil prices and consumption of 4 rate stabilization plan were solved and to our
5 fuel at Holyrood. 5 consternation and everybody else's, ail prices
6 . Y our statement that the problems with the rate 6 last year in the fall, for a variety of
7 stabilization plan only commenced in the year 7 reasons, skyrocketed.
8 2000, on what do you base that, Mr. Wells? 8 Q. Mr. Wédlls, in reference to the year 2000, can
9 . Well the issue that became of concern within 9 we go for amoment to CA-89, please. And CA-
10 Hydrois thefact that the price of fuel, 10 89 presents a chart of the annual balancesin
11 which had been set at 12.50 in our rates, we 11 the RSPs since itsinception.
12 were actually paying up in the 20s and 12 A.Yes.
13 sometimes 30. So the balance was creeping up. 13  Q Andif welook atit, | guess, for thefirst
14 As| said yesterday in my evidence, that prior 14 few yearsthere, it was aways a positive, at
15 to our getting ready to prepare this 15 least from 1988, to 1991. There seemed to be
16 application--or, the last rate application, 16 alot of money in the plan itself, 32 million
17 some 18 months before, al this came to 17 dollars, in the year 1989. But if you look
18 fruition last year in the order, we had been 18 after 1995, '96, 97,98, '99to theyear
19 seeing reductionsin the price of fudl. It 19 2000, you see just the opposite, don’'t you?
20 had, indeed, for onebrief periodit went 20 A. That'scorrect.
21 below 12.50 for the first time since 1992. So 21 Q. So, redlly, the problems with the RSP, the
22 you have to judgethe actionsof everyone 22 current problems commenced in 1995, wouldn’t
23 related to the conditions as they unfolded. 23 you state that?
24 And | can only repeat that last year when the 24  A.Wadll, you're correct. | hadn't had the
25 Board issued the order, you know, and 25 advantage of this tableratein front of me
Page 11 Page 12
1 when | answered thelast question, but if 1 why did we not undertake some studies about
2 you'dlook atit, please, it will indicate 2 the consumption of fuel in Holyrood and the
3 that while the balance startedtorise, in 3 price of fuel andtell people tonot buy
4 96, '97 and '98, in '99 and 2000, it started 4 electricity, | don't think there was a
5 todrop. | meanit got back tothe 35, 34 5 foundation in fact for that. And the other
6 million dollar range and then you can see the 6 thing, as | mentioned yesterday, isit the
7 sort of precipitous jump in 2001. So | think 7 obligation of Newfoundland and Labrador Hydro,
8 that the tenor of my remarksto you earlier is 8 to undertake apublic campaign discouraging
9 correct, that the--and then we moved because 9 the use of electricity and space heating for
10 in 2000 we had aready made the decision and 10 residents of the community and does that
1 were starting to work on the application in 1 impinge upon therights of oil companies and
12 2001 and in that period, where these numbers 12 retailers of electricity and, you know--1 have
13 reflect, the price of fuel got down in the mid 13 difficulty with that concept, that that would
14 teens, and as | said, dropped once below 14 be our function.
15 12.50. So we aso, when we filed the 15 Q. But whoseresponsibility would it be, Mr.
16 application and right up to theend of our 16 Widlls, if it's not yours?
17 evidence before the Commissionersin the last 17 A.Wel we are, as a Crown corporation,
18 rate application, we had no reason to change 18 supplying, as sourcing electricity, we could
19 our fuel forecast in terms of our consultants. 19 advise the public of the impact of oil rates
20 Y ou know the 29, or, I'm sorry, $26 a barrel 20 on electricity consumption, but you would ask
21 was what--we had suggested 20 and the Board 21 usto directly interferein the marketplace
22 more wisely put it at $25.91. That wasthe 22 and influence. | think that it would be
23 fuel forecast that we were working on at that 23 appropriate perhaps that, if wehad a rate
24 time. 24 structure that reflected the consumption at
25 So, to come back to your original point, 25 retail and then consumers may get a clear

Discoveries Unlimited Inc., Ph: (709)437-5028

Page 9 - Page 12




October 7, 2003

Multi-Page™ NL Hydro 2003 General Rate Application

Page 13 Page 14
1 MR WELLS: 1 their monthly bills, all these things were
2 indication through rates, which | think would 2 designed, as | understand it, to help
3 be more effective than any campaign that which 3 consumers and therefore, one shouldn’t read
4 we could undertake. Andthenif weputina 4 moreinto therate stabilization plan than
5 campaign, there’'d probably be counter 5 what wasintended. Thefact isthat it looks
6 campaignsto that. And every dollar that we 6 as though the price of fuel, while
7 spend, and you don't allow usvery muchin 7 unpredictable is going to be unpredictable on
8 your last representation when we looked for 8 the high side, in that sense. | mean we could
9 some publicity dollars, it was excluded. So 9 have the rate stabilization plan going forward
10 where do we get the funds to carry out a great 10 if the Board had set the ratein our last
11 big campaign with the public to convince them 11 application at $35 a barrel. We wouldn’t have
12 not to use electric heat and compel themto 12 the big outstanding balance inthe second
13 put oil tanksin their back yard and take 13 plan. But you had no, absolutely no evidence
14 their chances. 14 to the Commissioners, nor was anybody
15 .In terms of direct interference in the 15 advocating that the price should be set at $35
16 marketplace, | guess an argument could be made |16 abarrel. In fact, that's what the price
17 that the rate stabilization planis aform of 17 turned out to be, and we live with the
18 direct interference in the marketplace, in 18 consequence of that.
19 true market conditions, wouldn’'t you grant me 19 Q. Areyou awarethen in the past when there was
20 that, Mr. Wells? 20 asurplusintherate stabilization plan, if
21 .Yes, it is, inthe same sense--you look at 21 you look to the years '98 and ’99--'98 and
22 that in the same way that equal billing rates, 22 1989, we have surplusesthere inthe plan
23 that are put in for consumers for electricity 23 that, with the approval of the Board, money
24 and oil and other things, you know, to try to 24 was used in that surplus for other purposes,
25 average out the price of the consumers paying 25 other than the rate stabilization plan, have
Page 15 Page 16
1 you ever heard of that? 1 also now, as you know, converting to gas. |
2 .l don'trecal that, | don't recall anybody 2 assumein ajurisdiction like that, and it’s
3 advising me of that. They maybe have and I've 3 only conjecture, that if they don’t have fuel
4 forgotten it but I’m not aware of it. 4 adjustment charges or rate stabilization plans
5 . In reference to other utilities, | asked you 5 or something of that nature, that they have a
6 this yesterday, can we goto CA-83, please. 6 relatively stable cost situation, which is
7 Therewe asked to providea list of other 7 prevailing. | mean if we were al hydro, for
8 utilities where there would be a rate 8 argument’ s sake, we would not be talking about
9 stabilization plan or something comparable to 9 arate stabilization plan.
10 what we have here, and I’'m not going to get 10 . Nova Scotiais not hydro at al.
11 you to read the entire answer, but if you go 11 .No, but in coa, | don't know the answer, |
12 to the schedule, page three of four, we get a 12 guess maybe they have--1 think they now import
13 synopsis and we see in Nova Scotia, Nova 13 their coal but volatility and coa prices,
14 Scotia Power hasno stabilization mechanism, 14 cod is relatively cheap now. It's in
15 yet you told us yesterday that Nova Scotia 15 abundance and there’' s plenty available, so |
16 Power, they would be primarily a coal 16 doubt that there’s much volatility in the
17 generator. Do you have any knowledge asto 17 price of coal, but | have no idea-
18 how Nova Scotia deals with afluctuating price 18 Q. And has anyone at Hydro, over time, given all
19 of coal? 19 the discussion on this rate stabilization
20 . No, | have absolutely no knowledge - 20 plan, ever approached Nova Scotia Power to
21 . These have never come up in your discussions 21 determine how that commodity is acquired there
22 with the Canadian Energy Council or with your 22 and how they deal with fluctuations, to the
23 cohortsin other provinces? 23 best of your knowledge?
24 .No. And | mentioned coa yesterday, that’s 24  A.Theanswer isno and nor would | think--I
25 where Nova Scotiawas their prime, and they’re 25 can’'t imagine why | would take that upon
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1 MR.WELLS: 1 to consumers or Industrial Customers, we have
2 myself in the last three or four years 2 afairly significantrisk. Soit would be
3 whatsoever. 3 logical to assume that Hydro would prefer to
4 Q. Andlooking to other provinces, we see New 4 be pain when it supplies the product. And the
5 Brunswick Power has nothing and Maritime 5 reason we' re not paid was an agreement to try
6 Electric, another Fortis company, they have 6 to adjust things for consumers. So we' re open
7 two adjustment mechanisms that have beenin 7 to any suggestion with respect to dealing with
8 place since October 13, 2001. But if you look 8 the volatility of oil pricesand deal with
9 at it, you see April 1st of each year, there's 9 thiswhat isnow an emergent issue, emerging
10 one of the adjustment mechanisms, but we don’t 10 issue.
11 see anything like we have here where it goes 11 . Just then moving to another topic, can we look
12 on and on and on, do we? 12 at the Newfoundland and Labrador Hydro and
13 A.No, and as| said yesterday, Mr. Browne, we're 13 Newfoundland Power coordination, which
14 not here to defend to death, the rate 14 resulted in cost savings, can we go to CA-65,
15 stabilization plan. Thiswas a plan that was 15 for amoment, please.
16 put in for the benefit of consumers. If itis 16 . Was that 65 you said or 50 -
17 now, for whatever reason, not inthe best 17 . 65, sir. And thisBoard has had evidence of
18 interest of consumers, then | suggest we all 18 previous hearings concerning the joint
19 work together to come up with another 19 coordination and the various committees
20 situation. From a business perspective in 20 between Newfoundland and Labrador Hydro and
21 Hydro, we'rethe--Hydroisat risk in the rate 21 Newfoundland Power and there's a report
22 stabilization plan. We havein excess of a 22 submitted to the Board on December 2002, which
23 hundred million dollars outstanding, that we 23 isfamiliar to most here. But | just want to
24 hope to collect from consumers because we've 24 go to what were the resultant savings that you
25 aready burnt the fuel. If anything happened 25 have listed as aresult of al these efforts,
Page 19 Page 20
1 and | guessthese areall inclusive. The 1 Monkstown and Petit Forte. But when we look
2 first saving is in the neighbourhood of 2 atit al, isthis all that the committees
3 $10,000 you got for revenue meter testing 3 have come up with considering Newfoundland
4 services, where there€'s a contract to 4 Power has a capital budget of 60 million, an
5 Newfoundland Power. Is that accurate, 5 operating budget of hundreds of millions
6 $10,000, | guessit is? 6 collectively over--and you guys collectively,
7 A.Wdl I'll stand behind Hydro, that’saHydro 7 you haveit. | find it passing strange that
8 answer, I’'m behind it. 8 after adl this, thisisall you can come up
9 Q. Fair enough. Anditem 2, yougot Hydro, 9 with, 10 thousand and 30 thousand and aone
10 Newfoundland Power and PCB contamination, 10 time thing of 150 thousand. Can you comment
11 $30,000. So after all these efforts we're up 11 on that?
12 t0 40,000. Then we go to the next page and 12 (9:31am.)
13 there’'s an upgrading in the distribution 13 A. Well | think that operationally, where there's
14 system which was a capital savings of 14 an opportunity, that we do, in effect help
15 approximately 150,000, so that would be a one 15 each other, share services and personnel.
16 time savings, this one, would it be, Mr. 16 These particular items, like we have the
17 Wells? 17 accredited meter shop and thisisin Atlantic
18 A. That's correct. 18 Canada, so they use that service that we have.
19 Q. Sowhat doesthat give us? That gives us 40, 19 | think that you have to look at the situation
20 that gives us 190 thousand. Then there’'san 20 in the two utilities. | hear public comment
21 agreement on sharing equipment and that’ s not 21 that we're very similar and in my view, we are
22 quantifiable and there'san agreement on hot 22 quite dissimilar utilities and different
23 sticks, that’s not quantifiable. And there's 23 functions. Newfoundland Power isa retail
24 another agreement, areferenceto providing 24 distributor of electricity. We arein total,
25 services to what we spoke to yesterday, 25 in Hydro, in the consolidated basis, the
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1 MR.WELLS: 1 their system. We have abrush against each

2 fourth largest generator of electricity in the 2 other in a couple of areasin the province,

3 dominion of Canada, or Canada. We do have 3 but other than that, there’svery littlein

4 retail intherural areason theisland. We 4 termsof the physicalitiesof distributing

5 operate completely discreet systems in terms 5 electricity or generating it.

6 of isolated diesel, and we operate on the 6 Q. And withthe report to the Board on the

7 Labrador Interconnected system which is not of 7 duplication of servicesin December 2002, that

8 issue between ourselves and Newfoundland Power 8 matter is now ended, there’s no ongoing

9 for savings. There are limited, in our 9 committees at Newfoundland Power and
10 current set-up within the province of 10 Newfoundland and Labrador Hydroto further
1 Newfoundland and Labrador, in my view, there 1 that effort?

12 are relatively limited opportunities to save 12 A. The’98--no, thereis not.
13 significant dollars between Newfoundland Hydro 13 Q. It'sdone, asfar as you're concerned.
14 and Newfoundland Power. Youwould have to 14 A. There s nothing ongoing at the moment.
15 change the responsibilities. For instance, if 15 Q. We moveto the are of your controllable costs
16 Newfoundland Power wereto take over all 16 in CA-44, please. And, yesterday, you gave
17 distribution, would that be beneficiad and 17 evidence that Hydro has reduced its workforce
18 what would be the result for consumers. But a 18 by 211 permanent positions from 1992 to 2002,
19 major structural change like that would be a 19 which you stated was a 21 percent reduction.
20 matter of public policy and not a decision 20 I’m sorry, that’s a 21 percent reduction, yes,
21 between the two utilities, per se. Andin 21 that'swhat | just stated. If we go tothe
22 terms of the operational aspects, you can’t 22 controllable costson salaries and fringe
23 expect--Newfoundland Power's operational 23 benefits commencing in 1996, and we seethe
24 people thismorning are out looking after 24 salariesand fringe benefits at--I'm sorry,
25 their system. Hydro'sare out looking after 25 Mr. Wells, do you have it there?

Page 23 Page 24

1 A Yes 1 are paid competitive wages but we are by no

2 Q. Weseeunder "Salaries and Fringe Benefits' we 2 means leading the pack either in our

3 have 56 million dollarsin 1996 and it goes 3 collective bargaining unit, wages, and in the

4 downto 51 millionin 1997 and back upto 54 | 4 compensation to those that are not in the

5 million. Andin 2000, 61 million andit’s 5 collective bargaining unit. So that there has

6 forecast to 64 million on the next pagein 6 been obviously a substantial productivity gain

7 2002 and 63 millionin 2004. If therewasa 7 here and a substantial savingsto consumersin

8 21 percent reductionin the workforce, how 8 the wages and salaries.

9 comewe are seeing the salariesand fringe 9 Q. Have you done any comparison with the
10 benefitsrise in that fashion? 10 reduction in the workforce that Newfoundland
11 A. What you're comparing, if you comparethe 56 |11 Power has putin place and their salary
12 million, 724, the 1996 total and we'll go to 12 component?

13 the 63,237 forecast for 2004, that would 13 A.I’maware of the manpower or personnel number
14 represent approximately a 7.5 percent increase 14 for Newfoundland Power, not in absolute

15 in that salary package. And thefirst figure 15 detail, but there has been areduction in the

16 that you haveto look at is the fact that in 16 complement, in the workforce of Newfoundland
17 that period, inflation was over 19 percent. 17 Power.

18 So that thesalary costs that Hydro has 18 Q. So your answer isthat despite the 21 percent

19 incurred through that period and going 19 reduction is that it has to do with

20 forward, have not kept pace with inflation by 20 inflationary forces?

21 avery substantial factor of 14 percent. And 21 A.Wadll, obvioudly, if people today were getting

22 the reason for that isthat there are not as 22 salaries, 1992 sdariesin today, A, the

23 many people employed. The second issueis, 23 lights would be out and | think we'd probably

24 and it ismy contention and Hydro’ s contention 24 have a massive strike on our hands and B, it

25 that the people that are employed with Hydro, 25 would be non-competitive, most of our good
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1 MR WELLS: 1 report of March 2003 that’s an appendix to
2 people would have left. And, C, it wouldn’t 2 that evidence. Thisis in Schedule 2, Mr.
3 beright. So, you have to appreciate that as 3 O'Reilly. And we'll seein page two of seven,
4 has come out earlier and yesterday in your 4 there' satable there, Mr. O'Rellly, in March
5 questions, that there was awage freeze at 5 2003, | think the next page. Yes, there you
6 Hydro, we had to have aperiod of catch-up 6 go.
7 following the wage freeze to get competitive 7 We see there are dividends paid out over
8 rates back and to satisfy the requirements of 8 time, commencing in 1995. Were dividends paid
9 our bargaining unit personnel with respect to 9 out prior to 1995?
10 the peer comparison that they’ d always enjoyed 10 A. No, they weren't.
11 inthe Atlantic Canadian utility industry. 11 Q. Andin 2002, there was alarge dividend paid
12 So, if you look at these factors, the 12 out of $65 million. Can you explain that?
13 explanation of total dollarsis good. In 13 A.That was a dividend requested by the
14 effect, we are now producing more electricity, 14 shareholder. It wasaspecia dividend and
15 have more operations and doing it with less 15 the Board of Directors of Hydro, at the
16 people through efficiency and productivity 16 request of the shareholder, in reviewing their
17 gains, taking advantage | must say, aswell, 17 circumstance, approved the payout of the
18 of technology and changed circumstance. 18 dividend.
19 . | do have some other questions on controllable 19 Q. And hasthere been any request for the year
20 costs, but we're probably best to save those 20 20037
21 for your financial officer. My last 21 A.Inthelast budget, there was no provision in
22 questioning has to do with the dividends paid 22 the budget of Government to take any dividend
23 tothe Provincia Government from Hydro and 23 from Hydro’ s regulated activity.
24 its regulated and non-regulated entities, and 24 Q. And what about it’s non-regulated?
25 we'll find that in your evidence and the 25  A.Wadll, that’s a standing--the export sales and
Page 27 Page 28
1 the returns from CF(L)CO automatically pass 1 incidents, are they greater thanthe Board
2 through, in the case of CF(L)CO, since 1974, 2 policy of 75 percent of net income, up to 75
3 and in thecase of theexport saes, since 3 percent of netincome being paid out as
4 that contract came into effect in 1998. 4 dividends, and in total, the Government, since
5 . Now the dividend policy, since 1995, and the 5 the inception of Hydro, | think the dividends
6 fact that you're paying out money to the 6 taken from retained earnings are in the order
7 Provincial Government by way of dividends, is 7 of 35 percent, | think the figure would be, if
8 that one of the drivers behind this 8 you looked at thetotal history of Hydro and
9 application, whereby you’ re seeking arate of 9 the payment of dividends. If I'm wrong on
10 return of 9.75 percent? 10 that, 1 will check my numbersin the briefcase
11 .No, it hasabsolutely no relevanceto that 11 and come back. | think it’s about 35 percent.
12 issue. 12 Q. Andisthat reasonablein your estimation or
13 . But some of the money that you would get, 13 unreasonable? What's the message here?
14 should you be given a 9.75 percent, it would 14 A Thedividends that arepaid by Hydro, you
15 be in a profit. Would that enable the 15 know, are to Government reflecting its
16 Government to get further dividends from 16 investment in Hydro, go to the benefit of all
17 Hydro? 17 the people of the Province of Newfoundland and
18 . The Government, as shareholder, is in a 18 Labrador, so | mean, it goesinto Government
19 position to take out retained earnings in the 19 current revenue. | can’t think of probably be
20 form of dividends. Whether they do or not is 20 amore equitableway to distributeit than
21 amatter for Government and a matter for the-- 21 that.
22 well, the Hydro Board has policies as well. | 22 (9:44am.)
23 might add that in the overall, while if you 23 Q. Thank you, Mr. Wells. These are our
24 look at that table, the percentsthat were 24 questions.
25 taken out by Government, only in two
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1 CHAIRMAN: 1 ended June 30th, 2003.
2 Q. Thank you, Mr. Browne. Thank you, Mr. Wells. 2 EXHIBIT ENTERED ON HEARING AND MARKED EXHIBIT WW NO. 2
3 We'll move now to cross-examination by 3 BROWNE, Q.C:
4 Newfoundland Power. Good morning, Mr. Kelly. 4 Q. Canyou repeat those numbers, please?
5 KELLY, Q.C.: 5 MS. NEWMAN:
6 Q. Thank you, Mr. Chairman. Mr. Chairman, before 6 Q. ww No. 1 for March 31, 2003 and ww No. 2 for
7 | begin, there are two documents to be entered 7 June 30th, 2003.
8 into therecord: the Quarterly Regulatory 8 CHAIRMAN:
9 Reports for Newfoundland Hydro for March 31st, 9 Q. Thank you. When you'reready, Mr. Kelly.
10 2003 and June 30th, and I’ ve provided copies 10 KELLY,QdcC:
11 of thoseto the Clerk. I'd ask that they be 11 Q. Thank you, Mr. Chairman. Good morning, Mr.
12 marked as the first exhibits. Do you wish to 12 Wells.
13 assign exhibit numbers to those, Mr. Chairman? 13  A. Good morning.
14 MS NEWMAN: 14 Q. Mr. Wells, you've now been president and ceo
15 Q. ww No. 1 will be the Quarterly Report for the 15 of Hydro for approximately seven years, since
16 period March 31, 2003. 16 1996, correct?
17 CHAIRMAN: 17 A. That'scorrect.
18 Q. What wasthat again, Ms. Newman, I’ m sorry? 18 Q. And I take it duringthat period, you've
19 MS NEWMAN: 19 become familiar with Hydro's annual
20 Q. ww-1 20 forecasting of revenue and expenses and how
21 CHAIRMAN: 21 that works?
22 Q. ww-1. 22 A.Yes
23 EXHIBIT ENTERED ON HEARING AND MARKED EXHIBIT WW NO. 1 23 Q. And would you agree with me that Hydro's
24 MS.NEWMAN: 24 forecasting would have two basic purposes:
25 Q. Andww-2 will bethe report for the period 25 number one, you would have forecasting for
Page 31 Page 32
1 Hydro'sinternal purposeson ayearly basis; 1 Power, wethen combine that with our old
2 and secondly, you would have forecasting for 2 forecast with respect to the customers that we
3 test year purposes for rate setting purposes? 3 have on the system, our retail customerson
4 Agree with that? 4 the Island Interconnected system and if--Mr.
5 A.Yes, that'scorrect. 5 Kelly, you want to stick tojust the Island
6 Q. And would you also agree that accurate 6 Interconnected?
7 forecasting plays a key rolein setting the 7 Q. That'sfine.
8 revenue requirement and then resulting 8 A.That would be fine. Well then, from a
9 electricity rates? 9 combination of these, but by far the greatest
10 A. That'scorrect. 10 influence being the issue of what our
11 Q. Okay. Now I'd like to start by asking you to 1 Industrial Customers will require and what
12 explain for us how theannual forecasting 12 Newfoundland Power will require, and we also
13 process worksat Hydro, andin addressing 13 look at the economic situation and whatnot,
14 that, could you explain to the Board when that 14 but the greatest influence on our load
15 process takes place? And at this stage, | 15 forecast is really the requirements of our
16 will focus on anon-test year time frame. 16 major customers.
17 A. Thefirst part of the processwould bethe 17 Q. Okay. So that would giveyou your load
18 determination or forecasting of the load that 18 forecast and | takeit from that you would
19 would be required to be served in the ensuing 19 work out what your fuel oil requirements would
20 period, inwhich case that on the Island 20 be and things of that nature?
21 Interconnected system, the forecast is 21 A.Yes, we would make a determination based on a
22 involved with dealing with our Industrial 22 storage levels and the management of our
23 customers and Newfoundland Power, and based on 23 reservoirs, what one would anticipate with
24 the results or the information received from 24 respect to the sources of supply individualy,
25 our Industrial Customers and Newfoundland 25 what Hydro will generate for us and what the
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1 MR. WELLS: 1 Q. Okay. Soitwould be refined then from June
2 Holyrood thermal plant can supply. So we 2 to--would it berefined to December, so that
3 review our sources of supply related to the 3 at some point you have aforecast against
4 load requirement and factoring in the 4 which you will test your operations, so to
5 particular information with respect to 5 speak, in the following year, to judge
6 hydrology and to make sure that we have the 6 yourself?
7 most efficient dispatch of power. 7  A. Do we have arecord--1'm sorry, could you just
8 Q. Andthen you'dalso look at your operating 8 -
9 costs and factor that into your forecast then 9 Q. Inother words, you prepare your forecast in
10 of revenue and expenses? 10 June, and at somestage, do you have a
11 A. That iscorrect. 11 finalized 2003 forecast, sometime before the
12 Q. Now when doyou dothat for your planning 12 beginning of 20037
13 purposes for the coming year? So if we look 13 A.Ohyes.
14 at 2003, theyear we're in, when would you 14 Q. And then you analyze your performance against
15 have done that, for example, to prepare a 15 that during the coming year?
16 forecast for 20037 16  A. Ensuing year, yes.
17 A. That would have started early in 2002 and 17 Q. Ensuing year?
18 would be brought to a point, in terms of the 18 A.Yes
19 operating budget, where everything would come |19 Q. Exactly. That's what | thought. Now can |
20 together for a first review would be 20 take you next to Schedule 2to Mr. Roberts
21 approximately around June in theyear whensay |21 testimony, which is the forecast revenue
22 the management committee of Hydro and others |22 requirements, including 2002 through to 2004.
23 meet on the overall picture for our operating 23 Do you havethat? Therewe go. Now onthis
24 budget, and from there on, it would be refined 24 particular document, Mr. Roberts has set out
25 until concluded. 25 the 2002 final test year requirement, 2002
Page 35 Page 36
1 actuals and a 2003 estimate, andalsoa 2004 1 Q. That's precise enough for the purpose that |
2 forecast. There are some other columns, but 2 want to explore with you. Can | next get you
3 those are the ones | want to have you look at. 3 togoto your March 31st regulatory report?
4 The 2003 estimate, which istheyear we are 4 AndI'll takeyouto Tab 2, to pagethree.
5 currently in, when was this estimate prepared? 5 There you go. Now if you go over to the last
6 Andjust to help you, your application was 6 column, you have an annual forecast there.
7 filedin May. 7 That would bethe annual forecast that you
8 A. Thisestimate would have--well, obvioudly it 8 described earlier, prepared sometime before
9 had to be concluded just before filing. 9 the end of 2002?
10 Q. Yes, andI’'m wondering how much prior to--I 10 A.Yes
11 think it was May 12th or mid May that your 11 Q. Okay. Andif | get youtogo to the bottom
12 application wasfiled. How much before that 12 line of that, your net operating forecast -
13 would you have come up with this 2003 13 A.I’'msorry, that--when we are preparing, as we
14 estimate? 14 go through a year, we have our budget and then
15  A. It would be certainly in the order of April or 15 we have aforecast, annual forecast, which
16 not later than mid April. 16 starts to show the variables that are
17 Q. Okay. So amonth or so before? 17 occurring as we progress through the year.
18 A. Becauseit takes at least that three weeks, 18 Q.Yes
19 even after wegot every | and T dotted and 19 A. Soat varioustimes, you will see the budget
20 crossed to get the application physically in 20 for 2003 and the forecast for 2003 as the
21 hand, you know. 21 information unfolds throughout the year.
22 Q. Okay. Now - 22 Q.Okay. You have-
23 A. And Mr. Raberts could obviously give a better 23 A. |l would think, and Mr. Roberts would--but in
24 answer in termsof the preciseness, but it 24 the Quarterly Reportto the Board, we're
25 would have to be mid April. 25 forecasting as of that point in time, whenever
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1 MR.WELLS: 1 forecast, 7.8 whichis aforecast, and 8.3
2 this was prepared for submission to the Board. 2 which is aforecast.
3 Q. Okay. Wéll, thisisyour March 31 - 3 A Yes, and each prepared at a different time and
4 A. For the period ending March 31st, yes. 4 based on the information then available.
5 Q.Okay. Well, | getalittle puzzled because 5 Q. Okay. Soyou'resaying your forecast changes
6 that shows a projected loss of 8.163 million, 6 during the year for the year that you're in?
7 and if wejust scroll back to Mr. Roberts 7 A.The forecast for the--well, it's just
8 Schedule 2 for amoment, it a projected loss 8 terminology, so we understand what we're
9 of 7.8 millionin April. Do you seethat, in 9 talking about here. We have an annual budget
10 the bottom of - 10 and we go through the year with the budget,
11 A Yes 11 you know, just normal manageria financia
12 Q.- the 2003 estimate? 12 review, when you have your budget, thenyou
13 A. There' sadifference in the two numbers. 13 have your actuals and you have your forecast,
14 Q. Yes 14 because if circumstances change, in April we
15  A. By $300,000. 15 seethat, for instance, the price of fuel is
16 Q. Okay. Let metake you back now or take you to 16 going higher or some other factor, then we
17 the next document, whichis the 2000 June 17 will change our forecast for the year and we
18 30th, to the same equivalent table. Next 18 will have a column showing the forecast. So
19 page, couple of pages, one more page. There 19 we have our budget, our actualsto date and
20 wego. No, gonetoo far. Now inthat one, 20 then you also have a column that’ s forecasting
21 thisis asof June 30th, you're showing a 21 changes that are taking place during the year,
22 forecast and loss of 8.3 million. 22 as the evidence becomes available.
23 A.Yes. 23 Q. So youwould modify that, what I’'d call,
24 Q. I’'mwondering if you can help usunderstand 24 December forecast for a variable like change
25 the numbers, because we go from 8.1 whichisa |25 in fuel prices?
Page 39 Page 40
1 A We start--I'm sorry, the January, in our 1 Q. Just stay with menow on the June 30th
2 regular year, starts with a budget. 2 regulatory table that we' ve got on the screen
3 Q.Yes 3 there, and you'll see thefirst three columns
4 A Andthen you have comparative figures that 4 have year to date performance. You've got
5 emerge from actual to budget and then we are 5 2003 actual, 2003 forecast andthena 2002
6 forecasting what the final budget, you know, 6 actual for ayear to date basis. So that
7 the year-end figures may look like compared to 7 would give you six months performance. And if
8 budget, and that’ s just a normal processin a 8 | go down through your 2003 forecast, which
9 normal year. What we're dealing with here, 9 is, as | understand it, what Hydro forecast to
10 because we are regulated on forecast as 10 theend of June2003, and | look at your
11 required by the legislation, forecasted costs 11 revenue, you had forecasted revenueof 177
12 and setting the rate base, the forecast that 12 million, but you actually derived revenue of
13 istruly, | guess, one would say, aforecast 13 180 million. So your revenue was up by about
14 of what is thought to be the most likely 14 three million dollars, correct?
15 eventsthat will occur inthe ensuing year, 15 (10:00 am.)
16 and in this case, | would think that the facts 16 A. That iscorrect.
17 and figures that we had available to us 17 Q. Okay. And thenif I comedown through your
18 certainly by mid April would have been the 18 expenses, you had forecast expenses of $ 171
19 cut-off period and we were projecting forward 19 million, 171.8, and they camein, in the first
20 inmid April of 2002 what the 2003--1’m sorry, 20 six months of 167.8.
21 for the 2004, what would be the basis of our 21 A. 168, you've been rounding up.
22 filing. 22 Q. Sorry, 168, roughly three million dollarsin
23 Q.Butl wantto focuson the 2003 column to 23 the difference.
24 start off, so | understand this. 24 A.That'sright.
25  A.Yes. 25 Q. Okay. Sowhenyou go to your net operating
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1 KELLY, QC.:

© 00 N O o~ WODN

income at your bottom line, you had forecast
5.4 million where you anticipated to be at the
end of June, but your actual performanceis
12.2 or three million, correct?

A. That’s correct.

Q. Okay. Now that forecast performance on your
bottom line is $6,832,000 and it's 125 percent
over forecast for your first three months,

© 00 N o ok~ WODN P

Page 42
A. That’s correct.
Q. Okay. Now that strikes me asamajor change
in your forecast for 2003, isit not?
A. No. I'mwaiting for--you're going to ask me
eventually what' s the explanation.
Q. Well, perhaps, why don’'t you give us the
explanation?
A. Wdll, it'squite simple. In 2003, if you look
at our energy sales -

10 sorry, for your first six months, isit not? 10 Q.Yes
11 A. Yes, that'swhat the figure said. 11 A. - compared to forecast, we had the actua in
12 Q.Yes 12 the--which book have |--let’ s take March. Our
13 A.Now just scroll back with meto your March 13 forecast for energy saleswas 101,762.
14 statement again. Now in March, if | go right 14 Q. Yes
15 to the bottom line again, you had been 15 A. And we achieved 106,283.
16 forecasting $8 million and you ended up at 16 Q. Yes.
17 12.6. Soin simple round numbers here, 17 A. Against our budget over on the right there,
18 approximately $4 million better off than what 18 the annual forecast. So what happened is, if
19 you anticipated to be in March, correct? 19 you might recall, that January and February
20 A. That'scorrect. 20 and even March of 2003 were extremely cold and
21 Q.Okay. And soif we go back to June, that has 21 therewas higher sales. Like Newfoundland
22 now improved further again, so after six 22 Power would have had higher sales and we
23 months performance, you are $6.8 million 23 produced more electricity and sold more
24 better off than what you forecast to be for 24 electricity to meet the demand than we had put
25 the first six months of 2003? 25 in our budget, which was based on the
Page 43 Page 44
1 information that we had received from 1 and our energy salesare up. We're buying
2 Newfoundland Power and from our Industrial 2 more oil to producein Holyrood, so we're
3 Customers inthe first instance. So the 3 getting $26 a barrel in therates. The extra
4 revenues were higher. Now let’slook at the 4 IS going into the rate stabilization plan. So
5 expense side and operations. 5 the numbers should--26 isit.
6 Q.Before yougo on toexpenses, Mr. Wells, 6 Q.Butintermsof Hydro’'s bottom line, because
7 because | do want to go there, just go back to 7 if it goesinto the rate stabilization plan,
8 the June oneand pick up your first point, 8 that’sacharge, in essence, to the future.
9 because | have aquestion that kind of flows 9 In terms of Hydro’ s bottom line for 2003, you
10 out of that. | understand that you say the 10 end up with three million dollars more
11 revenueis up, but go down and have alook at 11 revenue, correct, if this trend were to
12 your columns for fuelsand purchased power. 12 continue throughout the year?
13 Y our fuels and purchased power expense - 13 A. That’scorrect, but there's still an element
14 A.InMarch? 14 here--I'm not trying to be evasive, but I’'m
15 Q. No, inJune, because we'll takeit with the 15 trying to be cautious, because if you wanted
16 most up-to-date information we have. Your 16 to take this with Mr. Roberts, then you'd have
17 fuels and purchased power expense are right on 17 areally direct answer on this, but I'll do my
18 the money. They’re out by about $100,000 but 18 best.
19 that’s small potatoes hereinthe scheme of 19 Q. Okay, that’sfine.
20 things. So while you generated three million 20  A. Becausetheissue of the numbersto which you
21 more dollarsin revenue, you did it without 21 refer in your questioning are forecasting and
22 expending more money for fuel or purchased 22 areresults. The answer isto be found in the
23 power, correct? 23 expenses, because you'll note that the
24  A.l haveto think about that one, because the 24 expenses from actual will alwayslead the
25 issue of the rate stahilization plan comesin, 25 forecast, and that’sa delay, the work is
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1 MR WELLS: 1 Q. Andif you--no, that’sit. Thereyou go. And
2 undertaken, things are done and there’salag 2 if you go down, you'll seein the explanation
3 before the expenses come in. Sowhile it 3 to the Board in your quarterly report, under
4 looks--and from my position, | take no comfort 4 "revenue” you say "revenue sales for the year
5 that we're up on our profits, so to speak, or 5 was 180 million, 2.9 million higher than
6 our income in June because | know before the 6 forecast” and expenses, "year-to-date expenses
7 end of the year, all that’s going to come out 7 amounted to 167.9 million, a decrease of four
8 when the expenses all roll in and are recorded 8 million from the forecast. The main variance
9 and you get more back to your budget position. 9 arethe decrease in fuels, 4.4 million, net
10 Q. Butyou forecast your expenses surely knowing 10 operating costs 2.7 million," et cetera
11 what the timing of those would be, so that if 11 There’'s nothing in the explanationto the
12 your expenses, which are down, for example 12 Board that indicates that this is merely any
13 your net operating down for June is down from 13 kind of timing issue, isthere?
14 44,410 41.7, correct? 14 A.No, itjust saysnet operating expenses, 2.7
15  A.Yes, you can seethere’s adifference there, 15 million.
16 but that operating expense, believe me, and 16 Q. Yes
17 I’vegot the seven years you talked about 17  A. That'sthetiming issueto which | referred.
18 experience, that’s going to come even. 18 Q. But there’snothing in there that saysit’'sa
19 Q. Youthink that'll come even? 19 2.7 million timing issue. It saysyour main
20 A.Damnclosetoit. 20 variances arethe decrease of 2.7 million
21 Q. Okay. Well, let mejust back you up alittle 21 dollars, correct?
22 bit then to--and thiswill stay in the 2003 22 A.It's a statement of the figure, not an
23 one, but just go back to thefirst page of 23 explanation, if you want, but that is the
24 that Tab 2, Mr. O’ Rellly. 24 rationale.
25  A. Schedule 2? 25 Q.Now -
Page 47 Page 48
1 A. Thatisthe reasoning behind that, but this 1 out for June 30th.
2 just records the differences and the 2 A.But theissue on the operating costs are that
3 explanation and the variance andit’'s all 3 the costs have not come inand you haveto
4 explained in the note. 4 walit for the costs to come in and be recorded
5 Q. Wadl,let meask youthis question. Does 5 by the financial department, so they can
6 Hydro have--because the table in the June 30th 6 prepare their result, based on the actuals
7 regulatory report does not contain a breakdown 7 that they have. So weknow that there'sa
8 of your net operating costs for the June 30th 8 delay in getting al thebills inand the
9 period. Would Hydro have that breakdown in 9 costs recorded against the activity, and
10 the same form asMr. Roberts has it in 10 that’s all that that is.
11 Schedule 2, for June 30th? | assume you track 11 Q. Waell, | hear you saying that, but with due
12 these things monthly? 12 respect, the Board hasto test the expenses
13 A Yes 13 and so if you have the breakdown for the end
14 Q. Soyou- 14 of June, we would at least be able to see what
15  A. Which--are you at March or June now? 15 the components are that have varied in that
16 Q. If I takethe format that - 16 2.7 million dollar operating expense.
17 A. June 30th? 17 A. Within net operating?
18 Q.- that Mr. Roberts hasin his schedule, he has 18 Q.Yes
19 a breakdown of the other costs, the net 19  A. |l think that you should ask Mr. Roberts that
20 operating costs broken out into ten or twelve 20 question, how isthat realistically possible
21 categories. My question, my point to youis 21 that we can give a--we can show within the net
22 that the June 30th regulatory report does not 22 operating figures, if he can provide the
23 have that broken out. 23 detail that you're suggesting. At my level,
24  A.No. 24 that is--see, the relevance of this, in terms
25 Q. AndI'm asking whether Hydro has that broken 25 of quarterly, the interim reports to the Board
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1 MR WELLS: 1 2004. Now | appreciate that you, as the CEO,
2 outlining how we'redoing as we progress 2 may not be able to answer that question for
3 through the year always couched by the fact 3 me, but if you can at least provide for usthe
4 that, on the very right-hand column, you're 4 breakdown to the end of June and perhaps that
5 getting the annual forecast compared to 5 breakdown of operating expense, if it is
6 budget, which isthe trigger for the Board in 6 available, for July and August. | doubt your
7 assessing how we're doing, and the variances 7 September numbers would be there yet. Then we
8 that they would see inall these reports 8 would at least be able to see the information
9 coming through, becausethey’'reall exactly 9 to date.
10 the samein terms of format, and then if we 10 GREENE, Q.C.:
11 feel that something is going to change 11 Q. Excuse me, Mr. Chair, not to interrupt in the
12 completely, we revise our annual forecast, you 12 middle of cross-examination, but it is
13 know, withinthe year. So you know, the 13 relevant to the point. Hydro had advised the
14 differencein thefigures hereare clearly 14 other partiesthat it is preparing arevised
15 related to thelag in the net operating 15 revenue requirement for 2004, to bring actuals
16 expenses. 16 to the end of August, and with an updated load
17 Q Waell, but if | look atthat table, clearly 17 forecast and an updated price of No. 6 fuel.
18 from what is being shown on the table, your 18 We anticipatefiling that revised revenue
19 bottom line position is 6.8 million dollars 19 requirement, as we did during the last
20 better than what was forecast to the end of 20 hearing, around the end of this month,
21 June, and what I'm trying to understand is 21 depending on all of the information coming in,
22 that thereis at least the potential that that 22 and as you know, reiterated through the cost
23 may continue through theend of 2003, and if 23 of service process. Sowe will be filing
24 your forecast is off that much for the first 24 updates of all of these to the end of August,
25 six months of 2003, what's the impact for 25 with the forecast for the remaining part of
Page 51 Page 52
1 the year, which would address some of the 1 updated information. And -
2 issuesas Mr. Kelly asjust referred to. So 2 GREENE, Q.C.:
3 we will be filing a revised revenue 3 Q. Wél, aswe have done before, our intent would
4 requirement in the form of JCR Schedule 2 for 4 be, if thereisa significant change, we are
5 actualsto the end of August. 5 prepared to call Mr. Roberts, and if any of
6 (10:15am.) 6 the other parties wish to recall any witness,
7 KELLY, Q.C:: 7 well of course, that's satisfactory aswell.
8 Q. Thedifficulty | have, Mr. Chairman, and if 8 | can also advise, from our preliminary review
9 you just put NP-233 on the screen, we'll see 9 of the operating costs and the revenues, we do
10 that the Board--Hydro indicates that they will 10 not see asignificant change for 2004 from
11 refile on October 31st, but if in fact we have 11 what we have filed. Nor do we see a
12 amajor change inforecasting and a major 12 significant change with respect to the
13 change in revenue and expense, by the time we 13 forecast loss on regulated activities.
14 get to the end of October, Mr. Wellswill be 14 However, Hydro obvioudly is prepared to speak
15 gone off the stand, Mr. Raberts, the cFo, will 15 totherevision, and if necessary, to recall
16 be gone off the stand, Mr. Haynes, the 16 witnesses. Asl said, | had planned to recall
17 production man, will be gone off the stand, 17 Mr. Robertsif there is a significant change,
18 and Mr. Martin, the transmission man, will be 18 and certainly any of the other parties, if
19 gone off the stand. Soin order to test the 19 they wish, arefreeto ask for therecall of
20 numbers, if | am to examine these witnesses 20 any other witness. The problem, as you know,
21 and other counsel are to examine these 21 isthetiming. Ittakes solongto dothe
22 witnesses, the best documentation, the best 22 information from the time wefile, and we have
23 information that Hydro has available surely is 23 agreed to file that revised with the actuals
24 going to need to be produced now, sincethe 24 totheend of August, as suggested by Grant
25 witnesses will be gone by the time we get the 25 Thornton in its report and as we had donein
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1 GREENE, Q.C. 1 Q. Il would like the opportunity to discuss that
2 the 2001 General Rate Application. 2 with Mr. Roberts. I'mnot sureif that's
3 CHAIRMAN: 3 actually readily available now, and if it's
4 Q.| guess, Mr. Kelly, the only thing that | can 4 not, | wonder the efficacy or the efficiency
5 conclude is that the information that we have 5 of providing it, whenwe are goingto be
6 before us, including the quarterly reports, 6 providing it as of the end of August.
7 are the most recent and up-to-date 7 CHAIRMAN:
8 information. That's what I’'m hearing Ms. 8 Q. If you could undertake that discussion with
9 Greene indicate. She's indicating that 9 Mr. Roberts -
10 additional information will be brought forward 10 GREENE, Q.C.:
11 on atimely basis, and certainly the option is 11 Q. Yes, I will.
12 there, through either undertaking or recall, 12 CHAIRMAN:
13 to have the witnesses appear again for any 13 Q.- and get back to us, Ms. Greene, I'd
14 additional questioning that might occur as as 14 appreciate that.
15 result of that, and beyond that, | think we 15 GREENE, Q.C.:
16 should probably proceed. 16 Q. And I will advise you if we can do that, and
17 KELLY, Q.C: 17 if we cannot, why not, and why | don’t think
18 Q. And what | would ask, at this stage, if Hydro 18 it's necessary.
19 would undertake isto provide that breakdown 19 KELLY, Q.C.
20 for theend of June of the net operating 20 Q. Thank you. Thank you, Ms. Greene. Thank you,
21 expenses, so that we can properly prepare for 21 Chairman. Mr. Wells, in your evidence
22 Mr. Roberts coming next week. | think that 22 yesterday, you spoke about some of the cost
23 would be of assistance to myself and certainly 23 control initiatives at Hydro, and I'd like,
24 of assistance to other counsdl. 24 with that in mind, to come back to Schedule 2
25 GREENE, Q.C.: 25 now of Mr. Roberts, and I'd liketo look at
Page 55 Page 56
1 with you the 2002 final test year and the 2002 1 September, alarger anount was booked to the
2 actual line. If we start with the major 2 RSP?
3 component at the top, we have depreciation and 3 A. Thatwould be--no, the larger amount would
4 your depreciation numbersthere are very close 4 come into revenue, from 12.50 going up to $26.
5 between the test year revenue requirements and 5 Q. Yes, after September.
6 the actuals, correct? Do you have that? 6 A. After September, yes.
7 A Yes 7 Q. Right. So you had 46 million booked to the
8 Q.Okay. Then if wecome down tothe fuel 8 RSP?
9 purchase, the net fuel, total fuel, the 9 A.Yes, that'strue.
10 revenue requirement was 88.6 million, whereas 10 Q. Correct?
11 the actuals were 73.2 million, and that would 11 A That'sright.
12 reflect, | take it, that the new rates became 12 Q. Andsointermsof afinancia position, you
13 effective in September, so alarger amount was 13 ended up with approximately $15 million better
14 booked to the RsP. Would that be essentially 14 off on therevenue side, correct? Your
15 correct? 15 purchased power expense is pretty much on
16 A.You'regoneto the bottom line here for total 16 target, about $700,000 in difference there.
17 fuel? 17 Then we come down to your other costs and the
18 Q. Totad fud, yes. 18 subtotal line was 104,119 versus 96,000 in
19 A.Yes 19 test year costs. So your actual performance
20 Q. Isthat correct? 20 in 2002 exceeded what the Board determined as
21 A.Wadll, just repeat that question. 21 appropriate by approximately eight million
22 Q. Okay. The amount that was projected for total 22 dollars, correct? 7.876.
23 fuel was88.6 million, whereasthe actual 23  A. That'sthedifference.
24 number turned out to be 73.2 million, and 24 Q. That'sthe difference, and that is 8.2 percent
25 because your rates became effective in 25 over what the Board tested as your 2002
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1 KELLY,Q.C: 1 A. That wasthetest year revenue requirement was

2 expenses. Can you provide us with an 2 96.

3 explanation as towhy Hydro exceeded its 3 QYes

4 tested amount by 8.2 percent? 4 A Andit turned out to be 104. Yes, and you can

5 . Yes, thefirst eight months of the year, we 5 see, if youlook at salaries and fringe

6 were operating under the 1992 cost of service. 6 benefits, it goes from 62 to 64.5.

7 The Board's order did not comeinto effect 7 Q.Yes

8 until September 1st, so we had a hybrid year 8 A.Andthat’s part of the differential to which

9 of eight months operating under one order and 9 you refer.

10 cost of service, and then four months of 10 Q.Butoneof thethingsyou told us about was

11 another order and cost of service. 11 the number of employees who had been--

12 . But inwhat manner, Mr. Wells, would any of 12 positions had been vacated, et cetera, yet the

13 that have affected any of the items in 13 Board having determined that 61.9 was a

14 controllable cost categories? 14 reasonable allowance for salaries, your

15 .Well if you want to review the 2002 15 numbers still arein at 64.5?

16 controllable costs, the actuals, is that--why 16 A.Yes, and inthat year, we eliminated 46

17 isthere a different--you' re asking me what is 17 positions, absorbed the severance costs

18 the differencein terms of our costs and why 18 because then we can start the 2003 year with

19 are they higher than we had estimated? 19 the savings immediate, so there’'safigurein

20 Q. Wdll, why are your 2002 actuals - 20 there--1 haveit somewhere--but there’'s a

21 A.Yes. 21 figurein there that relates to--andit’sin

22 Q.- inyour other cost category, which are your 22 one of theanswers, | mean, all of thisis

23 operating costs or controllable costs, your 23 filed evidence, that we have provided the

24 number is 104, but the Board tested number was 24 dollars that we put into severance cost, well

25 96,000,0007? 25 in excess of amillion, in October of 2002
Page 59 Page 60

1 related to the elimination of 46 positions. 1 eight hundred and thirty, again exceeds by

2 There was another adjustment in there, as|l 2 amost four and a half, five million dollars

3 recall, with respect to employee future 3 your 2002 test year requirement, correct?

4 benefits of some million. So there is aready 4  A.That'scorrect.

5 explanation of the differential between the 5 Q. So that the costs, the controllable costs

6 2002 actuals and salaries and fringe benefits 6 continue to rise, despite the efforts that you

7 and the 61.9 that you referred to. And this 7 talked about to bring these costs under

8 has been filed in the evidence. | can't bring 8 control?

9 it on the screen now because | don't know 9 . Well they are under control. Y ou want to note
10 what--but there’ s an answer to that question. 10 the incline, not the--if you' re expecting that
11 Q. Soyour actuals ended up 8.2 percent over test 11 the total costs would go down, we could have a
12 year requirement, but if | come across that 12 debate on that, but the evidence will indicate
13 line to your 2003 estimate, your estimate for 13 what the figures are and what we filed, and
14 2003 till exceeds by over 4 million dollars 14 then you havetolook atthe components of
15 your 2002 tested costs. So your costs 15 those costs and while we're on this point, if
16 continued to rise, is that not correct? 16 you'll just indulge me for one second, is that
17 A.Thetotal costs, that’s the correct figure and 17 we use the term "controllable® and we
18 aswe have put in our Application, thereis 18 certainly use it within the organization to
19 the 4 million dollar difference in our 19 differentiate from things that we have
20 operating costs over the 2002 test year. That 20 absolutely no control over, such as the actual
21 wasthe main part, | think, of my opening 21 price of fuel, Hydro can't influence that or
22 statement yesterday and it's notedin our 22 theinterest ratesthat are determined, you
23 Application, that difference, yes. 23 know, in the country. The controllable costs
24 Q. Andif you go across to 2004, your costs at-- 24 of which we refer, which are, you know, in the
25 controllable costs at a hundred million eight, 25 order of 25 to 30 percent of the costs that
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1 MR WELLS: 1 next number of years. Do you remember that
2 are going into the rate application, we have 2 discussion from yesterday?
3 some influence over those. But to say that we 3 A Yes
4 control in the sense of being able to dictate 4 Q. And I’'m wondering whether Hydro has looked at
5 those costs, that's not the case, but we can 5 efforts to reorganize its operations
6 influence those costs. We do have an 6 simultaneously with that retirement process
7 opportunity to bargain. We can do things with 7 going on to achieve efficiencies in its
8 our employees with respect to compensation, 8 operations? Can you address that question?
9 but we don't control it entirely. And 9 A.Yes wehave had peopleretiring within the
10 therefore, one hasto look at the components, 10 organization for a number of years now, and as
11 the 63 percent of those costs are salaries and 11 we have indicated in our evidence how many we
12 fringe benefits, that’ s the largest item. You 12 expect to be eligible for retirement, but the
13 have system equipment maintenance whichis17 |13 issue of controlling our costs and
14 percent, and the rest of those lineitems on 14 specificaly with respect to compensation,
15 the schedule we'relooking at, starting with 15 which isthe key areathat we can exercise and
16 insurance, down to productivity allowance, are 16 have some influence, if you look at the
17 approximately 20 percent of the costs over, 17 record, we have, aswe presented in our last
18 I'll say for the purposes of discussion, that 18 rate application and the evidence in this rate
19 we have some influence. Now the figures that 19 application, we have reorganized, refined,
20 you refer to, if your arithmetic is correct, 20 clarified, leveraged our technology and
21 that’ s the figures. 21 reduced our--what could have been the expense
22 Q.Now, Mr. Brownetook you yesterday to a 22 for wages and salaries by a substantial amount
23 passage in your evidence in which you 23 with the elimination of the positions. We
24 indicated that about 25 percent of the 24 have evidence that the Board is familiar with,
25 workforce will be entering retirement over the 25 with respect to our reorganization in
Page 63 Page 64
1 transmission and rural operations. We closed 1 A Yes
2 offices; we consolidated. We have changed our 2 Q. Okay. If wegotoNP28and NP28isalarge
3 internal processes; we' ve reviewed processes. 3 document with attachments, and what |’ ve done,
4 The 46 positionsthat were eliminated last 4 if the clerk wishes, is I’vefound the few
5 fall are part of that whole process, and their 5 pages out of that huge document, this may be
6 positions were eliminated this year and what 6 quicker, Mr. Chairman. If we go to the first
7 we're doing is targeting, as we have 7 page after the question, we have the salary
8 explained, all our processes and where we can 8 summaries that show the 2002 budget for
9 make changes and reduce the number of 9 capitalization, if you go down the third line
10 employees involved and still deliver, we have 10 across? Andyou'll seein the budget, it was
11 attempted to dothat. And| would suggest 11 budgeted at $4,350,000? Do you see that line,
12 that the evidence would indicate we' ve been 12 Mr. Wells?
13 very successful with the elimination of the 13 A. On this document?
14 200 positions met. 14 Q. Yes, if yougotothefirst pagein.
15 (10:30 am.) 15 A.Yes
16 Q. Now, the next itemas we come down the 16 Q. Andyou go to the capitalized expense line.
17 Schedule 2, again, is the allocations and 17 A.I'msorry, yes, | haveit now.
18 there’'san item there for Hydro capitalized 18 Q. Now you see 1999 actual, you had roughly eight
19 expense. Andthat’sa credit that goesto 19 million dollars?
20 your bottom line, doesn’t it, in effect? 20 A.Yes.
21 A.Uh-hm. 21 Q. But the 2000 budget showed 4.35 million,
22 Q. Dowe understand that item? Just want to 22 correct?
23 maybe explain it to the Board. 23 A.Yes.
24 A.You'retalking lineitem 29? 24 Q. Okay, turn over tothe next page, the 2000
25 Q. Lineitem 29, yes, sir. 25 actual, despite being budgeted at 4.3 camein
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1 KELLY,Q.C: 1 dollars approximately, over budget in terms of
2 at 7.2. Then you had a 2001 budget number of 2 the tested year amount?
3 5.5and when you went over to 2001 actual, 3 Al don't havethat with me right now, but | am
4 which isthe next page, it actually camein at 4 sure that Mr. Roberts would be able to answer
5 8.9. And inthe 2002 test year budget, you 5 that in the particular, and then that would be
6 had 5.723 which is the number that ison Mr. 6 the more appropriate way to go. | know that
7 Roberts' schedule aswell for final test year 7 we have--I havein my head certain figures
8 requirement. But when you go to Schedule 2 of 8 with respect to changes in 2002 that | am
9 Mr. Roberts, your actual again camein at 9 aware of, but | would defer to Mr. Roberts on
10 eight million one hundred and sixteen. So 10 the detail.
11 there's consistently about three million 11 Q. Okay. And then aswe come down to the end of
12 dollarsthat is under budgeted on thisitem. 12 Schedule 2, we have total other costs, which
13 And my colleague, Ms. Butler, took Mr. Roberts |13 is net operating costs, in effect, 91 million
14 through this at the last rate hearing in some 14 verses 85.7 million. So again, on that score,
15 detail and asked whether in fact the number 15 6.3 percent | calculated as in excess of the
16 should be higher and said, well, there was no 16 test year requirement. Would you agree with
17 reason to makeit higher. But it in fact did 17 that?
18 come in, as predicted, another--at eight 18  A.I’'mback at the page, but | haven't found your
19 million dollars, as opposed to 5.72. So, when 19 figure yet.
20 you got to your subtotal of net operating 20 Q. Sorry, if yougotoline 33, sir.
21 expenses, part of that was acredit for this 21 A.Yes.
22 capitalized expense item, wasn't it? Correct? 22 Q. Okay. Andthenif you come down to, you have
23 A.Yes. 23 interest, which is pretty much on target on
24 Q. Do you have any explanation why that item came |24 line 34.
25 in three million dollars or 2.5 million 25  A.Uh-hm.
Page 67 Page 68
1 Q. Andfinaly at line 35 you have your margin or 1 for. And the other thing with respect to your
2 return on equity of 9.72 million, do you see 2 conclusionsthat you draw, | can speak to
3 that? 3 individual items of salaries and fringe
4 A Yes 4 benefits as a group, as to what went on there
5 Q. Andthatis, infact, 1.783 million above the 5 or system equipment maintenance and indeed
6 test year requirement, correct? 6 some of the other items, but | emphasize once
7  A.That'scorrect. 7 again and thiscan bedealt with when Mr.
8 Q. Now if | put that together, the whole package, 8 Robertsis giving evidence, that we--you're
9 Mr. Wells, here swhat | get. On your total 9 looking, you're trying to compare the 2002
10 fuel, you ended up 15 million dollars ahead; 10 final test year and | can only reiterate that
11 in other words, you didn’'t spend 15 million 11 the order of the Board, you know, did not
12 dollarson fuel. But you overspent against 12 become effective until September 1, and there
13 thetest year requirement almost 8 million 13 are differences related to that. Again, |
14 dollars in the controllable category, 14 would defer to Mr. Robertson that. And the
15 recaptured about 3 of that with this 15 explanation with respect to our salaries and
16 capitalized expense issue and ended up still 16 fringe benefits has already been filed in the
17 at the end of the day, 1.8 million dollars 17 evidence. | canthink of two of theitems
18 ahead on the bottom line, despite the fact 18 that make up the majority of the difference
19 that expenseswere up onthe controllable 19 with respect to the positions being
20 category by almost 8 million dollars. Can you 20 eliminated, the employee future benefits,
21 speak to that? 21 which also--the reason why that had to change
22 A.Yes, well thereis anexplanationand it's 22 has been explained in the evidence. And our
23 provided in detail when you look at our 23 insurance cost, as you can see, are up
24 financial statements and the report, so that 24 substantially. Therest of the items are, if
25 every line item we can provide the explanation 25 you look at the whole of the thing, and this
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1 MR WELLS: 1 Q.| hear what you're saying, but 8.2 percent in
2 isnot the summary that | had with me, but 2 the net operating costs has little, if
3 there'sa difference therein professiona 3 anything, to do with load forecast, and has
4 services dightly, there’' s an explanation for 4 little, if anything, to do with a splitin
5 that. The other items there, the productivity 5 when your rates became effective. It has only
6 allowance goesin with no counter measure 6 to do with your operations during that period
7 against it, but the fact of the matter on the 7 of time, andjust by going down at a high
8 productivity allowance, what we had in terms 8 level here, not only did Hydro not achieve the
9 of actual expenses for wages and salaries has 9 productivity allowance, but on operating
10 been affected by other factors. So the only 10 expenses, you were afurther 5.8 million off
11 comment | can make because you can dig down |11 the mark. And isthat not the bottom line?
12 through al the line items with Mr. Roberts, 12 . Well, and if you look at the big components,
13 but the fact of the matter isthat there has 13 there' s another amost two million dollars, in
14 clearly been arestraint exercised in terms of 14 the way you round figures, in terms of loss on
15 our wages and salariesand system equipment 15 disposal of fixed assets. So if you want to
16 maintenance and other costs, over which we 16 review those other details, and the variance
17 have some influence. And | emphasize that 17 and the explanation, | am absolutely confident
18 influencing factor and with respect to our 18 we have aready filed the answers to the
19 revenues and the purchase of fuel, the 19 questions. | just don’'t know which oneto
20 experience that we get and changes that incur 20 refer you to, so | would suggest that we would
21 in fact over the year, are subject to 21 save everybody’ s time by having--dealing with
22 circumstances that you can't be exactly 22 the particulars there with Mr. Roberts.
23 precise and we depend so much on our load 23 Q. Wadll, there isone itemthat | dowant to
24 forecast from our customers because we sell 24 probe alittle further on because you address
25 bulk supplies. 25 it expressly in your own pre-filed testimony,
Page 71 Page 72
1 which isthe Business Process Improvement 1 the means to measure performance. And one of
2 Project in 2002. And you talk about that in 2 the concerns expressed by the Board when the
3 your pre-filed testimony, and perhaps just in 3 report came out, wasthat the Commissioners
4 athumbnail sketch you might just explain to 4 stated that you had no means by which to
5 the Board what that project was? 5 measure Hydro’ s performance and that the onus
6 . Well, okay, the terminology again bothers me, 6 was on usto provide you with those means of
7 but I'll deal with it because that was one of 7 measurement, and you made directionsto your
8 the itemsin your seven million dollars that 8 financial consultants in that regard.
9 we had just been talking about, in addition to 9 Now, unfortunately, you were not aware at
10 the things that | mentioned. Part of our--as 10 that time that Hydro was engaged, very
11 the Board is now aware, which it was not aware 11 actively, in performance reviews and looking
12 and | apologize for that, we didn’t present 12 at the issue of not having the metrics by
13 evidence with respect to our strategic 13 which to measure performance. Subsequently
14 planning activity and what was going on, aswe 14 now, we have had the reportsfiled for our
15 werein ahearing in our 2001 application, but 15 2001 year and our 2002 year, and your
16 going back to 2000, we had instituted areview 16 financial consultant, Grant Thornton confirms
17 of al of our activitiesthrough strategic 17 that activity and the work that had been
18 planning. And we have a strategic planning 18 undertaken prior to the Board's issuing its
19 process and that carried through to a point in 19 decision on our 2001 application. What we
20 2001 and following again the platform that was 20 wanted to achieve within the organization was
21 putin placefrom 97 to 2000 with our JD 21 areview of all our processes and we delayed
22 Edwards Financial Controlling System and our 22 that review in the latter part of 2001 because
23 new hardware, we started areview of the 23 of our involvement in the rate application at
24 strategic issues confronting Hydro, and one of 24 that time, but it was clear that we intended
25 the results was the focus on performance and 25 to pursueit in 2002 and indeed we did, and we
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1 MR WELLS: 1 associated with that in the first year and if
2 started by retaining consultants; one, to get 2 my memory serves, | think it was one million
3 the initiative off the ground early; two, to 3 dollars which was not contemplated, obvioudly,
4 get aknowledge transfer in terms of mapping 4 and wedidn’'t havethat in our test year
5 business processes and whatnot and using the 5 requirement or budget. We didn’t have that in
6 resources of the consultant with that program. 6 the budget when we started for 2002, that
7 And we started in supply chain management and 7 retention of consultants. We were going to
8 carried on from there and as outlined in my 8 try to do it with a committee of our own and
9 evidence, we've gone through avariety of 9 about February of 2002, |, for one, certainly
10 thingsand it's in Mr. Roberts evidence as 10 cameto the conclusion that we should not
11 well, going through supply chain management, 11 wait. | think reviewing the documentation of
12 accounts payable, inventory, materials 12 our strategic planning, it said that we would
13 management, we'reinto work budgeting and 13 have a committee in placeto work on this by
14 processing. 14 mid 2002, and in January of 2002, | thought
15 (10:45am.) 15 that that’s another six months goneand we
16 Thisisnot aprogram that will end. Thisis 16 agreed inthe management committee of the
17 aprogram that is part of--will continuein 17 organization that we would retain consultants.
18 Hydro as we examine--and continue to examine, 18 So we hadn’t planned to retain, we were
19 constantly lookingto be asefficient and 19 planning to do it on our own, but came to the
20 effective as possible, and more importantly, 20 conclusion, certainly | was very strong on
21 from the Board' s point of view, at your level 21 this, that we should get at this and we've
22 of review to be ableto provide you with the 22 delayed enough by our involvement in the
23 results of the activity within Hydro. So you 23 hearing and everything and we wanted to get
24 will see and it’sin the evidence that we were 24 ahead with this. Sowe got underway very
25 asked a question as to what costs were 25 early in 2002 and retained consultants, which
Page 75 Page 76
1 no one in preparing our Application and 1 million (sic.) isnot the issue here in terms
2 putting in the 2002 test year, we had not, at 2 of the retention of the consultants. The
3 any time, contemplated the retention of 3 800,000 I'mtalking about, I'm sorry, the
4 consultants.  That didn't happen until 4 800,000 are regular Hydro employeeswho are,
5 February of 2002. 5 and should be, working on improving the
6 Q. And who were the consultants that you 6 business of the Company.
7 retained? 7 Q. Soyou have -
8 A.ltwasafirmfrom Ontario. 8 A.Buttheir salaries were attributed to -
9 Q. Canyou tel usthe name? 9 Q. Tothat project.
10 A. Covenco. 10 A. Tothat process, yes.
11 Q. Okay. Now, can | take you to CA-46 on this 11 Q. Soyou had onemillion dollarsof outside
12 issue? Now, that exercise, if | follow your 12 consultant costs and 800,000 dollars of Hydro
13 answer to this question correctly, cost 1. 8 13 internal costs. And out of that, you're
14 million dollars, one million of which was for 14 projecting annual savings of $600,000.00. Can
15 the consultants? 15 -
16 A.That's correct. ~ What the--it was 16 A.Well that was only--that’s partially, yes,
17 approximately one million for consultants, 17 correct, of the program aswe had it at the
18 including their expenses. The eight million 18 time that wefiled, yes.
19 (sic.) refersto employees of Hydro who worked 19 Q. Okay, so can | take you next to NP-258 because
20 with, you know, wereworking with Hydrowho |20 we were curious then to see the consultant’s
21 worked with Covenco, and most of these people |21 report, that’s amajor project study that you
22 are business analysts and some on-line 22 undertook, this business process improvement
23 management people who were employed with |23 project, and you just explained at some length
24 Hydro. In any event, they were reviewing 24 the process, but yet there are no reports
25 their processes, so that |, personally, the 8 25 issued for one million dollars worth of
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1 KELLY, Q.C: 1 team to work with the consultants and then the

2 expenditures to this particular firm? 2 consultants, after a period of time, and we

3 A. Of course not, you don’t understand what we're 3 had the transfer of the processes, we carry

4 doing here. What--the consultants came in and 4 on. And we're carrying ontoday. There'sno

5 worked with our people and they started in 5 report to come from the consultants. The

6 supply chain management and looking at our 6 consultants work with us.

7 materials, inventory and handling, they worked 7 . Did you ask the consultants to prepare written

8 with our people, going through al the steps 8 recommendations on how you should overhaul

9 of the process and in accounts payable, for 9 your inventory and supply system after you had
10 instance, if we order from an outside supplier 10 worked with them?
11 and then the supplier submitsitsinvoice, so 11 . No. They would report to us on their progress
12 we're tracking, within the organization, how 12 and certainly | was interested, and we all
13 many hands touched that invoice? Where does 13 were, in the progress being made and they and
14 that invoice go before it'sfinaly approved 14 our team would comein and say at this point
15 and the supplier gets paid? And what are the 15 in time, here’ swhat we found, here’ swhat can
16 costs associated with that? And by going into 16 bedone. And, you know, once we had agreed
17 the detail and reviewing all of the processes 17 that the process could bechanged and we
18 and all the people involved, and getting the 18 wanted to implement it, then part of that
19 invoices and theinformation lined upinthe 19 again isto bring all the employeesinvolved,
20 various locations, we were ableto achieve 20 you know, into the picture and we targeted an
21 savings and reduce the steps in the procedures 21 implementation and then we changed the
22 and inthis particular case, there was a 22 processes.
23 reduction in personnel. The work that we were 23 . But did you ask the consultants to report on
24 doingisnot like, comein and review usand 24 what they found and how the system should be
25 write areport. This was--we formed our own 25 modified?

Page 79 Page 80

1 A. What we were dealing with, what are the facts. 1 $128,000.00 on meter reading alone. We have

2 And if these arethefacts, how can we take 2 our DSR’'s now, that’sthe diesel system that

3 advantage of either technology or different 3 the mechanic--the fellow that looks after the

4 policies and procedures to ensure that we are 4 plant is engaged in meter reading. We found

5 looking after our suppliers, who are 5 itwas more efficientto have, in certain

6 stakeholders, that they get timely payments of 6 areas, part-time meter readers, instead of a

7 their invoices and can we reduce the cost? 7 fulltimein too large an area. We found some

8 And that’ s what we--what we're doing in there 8 areas where one meter reader had, not through

9 is looking at--everything that we do is being 9 any fault of his, but the system was such that
10 critically examined to see if we're, if 10 they didn’t have enough meters really to read.
11 there' s not added value work, if there’ sways 11 So we broke it down and wegot a part-time
12 we can eliminate processes and reduce costs, 12 meter reader and we have the DSR to cover off
13 and it'songoing. Andit'snot the subject 13 the meter reading duties. Now I'm only, you
14 matter--I'm not the least bit interested in 14 know, that’s just one little point on it. We
15 reports and documentation about something. 15 reviewed all of our inventory. We came out
16 What I’'m looking for is something to be done, 16 with a different classification and
17 and this program isongoing and when we have 17 description of our inventory and how we would
18 an opportunity to take advantage of an issue, 18 handle it, and how we would handle
19 that we takeit. | mean, wereviewed our 19 consumables. So, this is the stuff of
20 meter reading thisyear. Welooked at how 20 management, it is not the stuff of reports and
21 many meters, you know, individual meter 21 now we have, throughout the organizationin
22 readers read, what is the area of the 22 Hydro, we are constantly looking and reviewing
23 location. How do we benchmark ourselves 23 and this istaking place today. Thereare
24 against other utilities? And we made changes 24 peoplein various parts of the organization
25 and ended up, we hopeto save approximately 25 working on things that they areinvolved in,
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1 MR.WELLS: 1 works. The results of the studies would come
2 to ensure that we're doing it better. Andin 2 out, I mean, we would have a pattern of where
3 conjunction with that, very important with 3 we would change processes and decide how we're
4 respect to the Board, wasto come up with 4 going to handle things. And there would be
5 meaningful measures of what it iswe're doing, 5 any number of chartsand diagramsand the
6 in away that we could, fromthe Board's 6 supporting material and reviews where we might
7 concern, show that there are efficiencies that 7 have ten people or forty people in aroom, and
8 we have gained, that the whole process should 8 we say, let’slook at this whole area of our
9 produce the efficienciesin future, you know, 9 operation and here’ s how we can handle it and
10 and there’'s no endto this. Thisis not 10 all of the individualsthat are going to be
11 something that we will tidy up and writea 11 involved in this process and you're all aware
12 report about later. 1t'sjust our business. 12 of how thisis going to work and your various
13 Q. And | takeit from what you' ve just said, that 13 responsibilities, now what training we need
14 the consultants then, did not write areport 14 for the people that are going to be involved,
15 on any efficiencies achieved or contemplated? 15 and over time, you move to instituting these
16 A. No, but they certainly filled the walls with-- 16 processes.
17 we've got diagrams and charts of processes, 17 . But if neither the consultants prepared that
18 but this was ongoing work. There's no written 18 type of areport or management prepared that
19 report. 19 type of report, how isthe Board to determine
20 Q. Wadl if theconsultants didn't prepare a 20 the value of this expenditure and whether--and
21 report on the study, the recommendations and 21 how are they ableto judgethe efficiency
22 any efficienciesto be gained, did management 22 gainsthat you say that flowed out of this
23 prepare reports on planswith respect to the 23 process without any type of report or study?
24 changes, implementation and efficiencies? 24 . The issuewill be in theresults of our
25  A.No, no, that’s not theway the procedure 25 controllable expenses and we are reporting to
Page 83 Page 84
1 the Board constantly. We are reviewed by the 1 effective. And efficiency in performance and
2 financial consultantsto the Board. We have 2 productivity are what it's all about. And
3 reviewed the means by which we should report 3 that's why you get down to examining
4 on our efforts, and you have, asfiled in the 4 everything that you do and how you do it, and
5 evidence, the report of Grant Thornton with 5 again, alot of things that we're now able to
6 respect to--as requested by the Board on our 6 do and make changes, result from technology
7 regulatory performance measures. And we are 7 and change circumstances. So, you know, when
8 in a position where we can track our costs and 8 we look at it, what did we do since we have
9 our performance, both from a management, you 9 last seen the Board? Are accounts payables
10 know, internal management down to the 10 completely reviewed and revamped? There was
1 divisional departmental level, up to the 1 some loss of employment there. Our corporate
12 corporate level, and for the purposes of the 12 purchasing and travel card has changed
13 Board. Andthat isgoing to be part of the 13 completely. Wenow don't have employees
14 Board' s overall continuing regulatory review 14 submitting expense accounts, it goesin on
15 of Hydro. 15 their time sheet andthey get paid. Our
16 Q. Sothe sumtotal of the documentation that 16 consumables and inventory all changed. Our
17 exists with respect to this process, in terms 17 meter reading | mentioned. We are now in the
18 of study, recommendations and efficiency 18 process of working on work management and work
19 gains, are pages 23 and 24 of Mr. Roberts 19 budgeting and with technology, we' re going to
20 evidence as indicated in NP-258? 20 have avery, very sophisticated system. This
21 A.Yesor inmy evidence, yes, we've outlined 21 is taking some time to work on, but any asset
22 within the evidence what we are doing with 22 inthe corporation, the capital costs, the
23 respect to our operations and how we expect to 23 operating costs, everything will all come
24 improve. It'snot a matter of--the matter is, 24 together and that's going to help in the
25 is to make sure that we're efficient and 25 maintenance philosophy, we'll be able to
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1 MR WELLS: 1 centralized inventory control; twois work
2 determine with each piece of equipment in the 2 management; and three isasset management.
3 organization exactly what costs have gone 3 Now, is the processthat you're undertaking
4 against it, whether they're capital or 4 for those, going to be carried out on the same
5 operating. And then, for like equipment, we'd 5 basis without the preparation of ultimate
6 be able to track the repairs to that 6 reports?
7 equipment, the maintenance effort and come to 7 A.Yes butif you--definitely, aslong asl’'m
8 conclusions with respect to preventative 8 thereit will be. But the issueis not that
9 maintenance or run to failure and make good 9 there’ s nothing written about this, if we were
10 value judgments based on information that we 10 to make a presentation on business improvement
11 have available tous. So thewhole asset 11 processes and all the work that’s undertaken
12 management of the Company, as we go down this |12 and the material that’s produced, every--
13 road, is going to change, and internaly, to 13 periodically we will review, like where are we
14 us, that's very positive. Externdly, the 14 on work management, work budgeting? And the
15 resultswe can only report tothe Board in 15 teamswill comein, as assigned to it, and
16 terms of the ongoing assessment, how are we 16 make a presentation, say to management
17 managing our costsover which we have some 17 committee and say, here'swhere we arein the
18 influence? 18 process at this point in time. So that
19 (11:00 am.) 19 there's a lot of material within the
20 Q. And Mr. Roberts, in histestimony, indicates 20 organization, but we don't try to produce a
21 that there are three further areas where work 21 report and say, well here’s our report on
22 is being done on this - 22 that. That'sa wasteof timeandI’m not
23 A. At the moment, yes. 23 interested in having areport. I'm interested
24 Q.- business process improvement. One is 24 in having the thingsthat we targeted we're
25 acquisition of goods and services and 25 going to attack, dealt with and we progress
Page 87 Page 88
1 right down to bringing it into operational 1 daysahead. We do have aBoard sweater out
2 mode. And that’s what the people are about. 2 there that everybody wears still available if
3 Q. But, Mr. Wélls- 3 anybody would wish to haveit. Youready to
4 CHAIRMAN: 4 continue, Mr. Wells? Mr. Kelly, when you're
5 Q. Excuseme, Mr.Kelly, I’'m goingto haveto 5 ready, please?
6 step in here. It's three minutes after 6 KELLY, Q.C.:
7 eleven. | would likeyou to indulge me, if 7 Q. Thank you, Chair. Mr. Wells, | just want to
8 nobody else will thismorning. We'll takea 8 finish up the discussion we were having before
9 one-half hour break, as scheduled, and I’ 9 we broke. We talked about the business
10 ask you to try and adhere to the one half hour 10 process improvement project. Andif | can
11 please. Thank you. 11 just take you back to ca 46 for amoment? We
12 (11:33am.) 12 looked at CA 46 and we had the discussion that
13 CHAIRMAN: 13 there was approximately $800,000 of internal
14 Q. Theremight be alittle bit of problemswith 14 Hydro costs in 2002 related to this particular
15 the temperature here thismorning. | don’t 15 project, and we discussed the fact that there
16 know what we' re going to be able to do about 16 was still an ongoing program in three areas
17 it. 1 think somebody istalking to one of the 17 dealing with acquisition of goods and
18 maintenance people out there and hopefully 18 services, work management and asset
19 it'sin hand. We'll try and do something 19 management. Do you have--do you know the
20 about it next day, but I’'mnot sure our 20 amount of the internal Hydro costs that are
21 effortsare goingto be successful because 21 expected over the next--this year and 2004
22 we've been having some trouble over the last 22 with respect to this particular business
23 two to three weeks, actualy, with the room 23 process improvement project?
24 temperature around here. But hopefully we 24 A.No. Theonly cogt, other than if there's some
25 will be able to improve the situation in the 25 minor in materials, the costs are to do with
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1 MR WELLS: 1 interest in tracking in terms of the cost.
2 our employees who are involved, at any 2 The consultant was a discrete issue. We have
3 particular point in time, in working on 3 business analysts that were attached to
4 whatever their areawould be with respect to 4 various functions, either in IT or finance or
5 aninitiative. It's unfortunate, | guess, 5 in the rates process--in the finance side, and
6 that the termination project--thisis not--as 6 that would include rates, and in the operating
7 | triedto explain earlier to the Board, 7 businesses. What we do now is have them work
8 Commissioners, that in any organization, 8 more together, and what we're looking at is at
9 you're trying to be more efficient, more 9 cross functional issues, as aside from
10 effective and reduce your costsand ergo, 10 divisional issues. Sothat theissuefor me
11 increase your profits, or in this case, reduce 11 isthat employees in Hydro have, through an
12 the expense to consumers. And therefore, when 12 ongoing strategic planning process, we've
13 the people that are employed today, they would 13 determined how wewant to approach certain
14 be employed in any event, but in certain cases 14 things, we've set goals and objectives. We
15 you'll see line managers come together with 15 are only talking about one particular
16 business analysts to review the nature of the 16 objective here with respect to performance and
17 work under discussion or that area of the work 17 how do we keep improving it and work oniit as
18 toimproveit, and that's exactly what they 18 part of the ongoing work of everybody in the
19 should be doing. So to the extent that people 19 organization. And the other critical factor
20 are involved in making the functions that they 20 isto be ableto measurelevels of activity
21 control better, thenif yousay | want to 21 and how we'redoing. When it gets to this
22 alocate the dollarsto that, to me, in my 22 level with the Board, then we have to stand on
23 mind, I’ m just--that’ s what they’ re there for 23 our facts and figures astowhat influence
24 in the first place, to make things better and 24 we've had over costs over which we can't have
25 improve their work. So | have absolutely zero 25 influence, what are the results, and then the
Page 91 Page 92
1 results will speak for themselves. 1 reports directly to me. And we have a senior
2 Q. Soyou can't tell methe cost that you expect 2 management improvement team to deal with the
3 internally for this project in 2003, 2004? 3 policy issues and we have process teams, that
4 A ltwill beencompassed inand part of our 4 would be like business analystsor on line
5 normal salary costs. We're not taking on 5 management people or staff who are involved
6 extra people or anything. 6 because of their work ina particular area.
7 Q. Butyou can't break it out for us? 7 They would be involved in the initiatives that
8 A.l supposeone could say to each employee 8 are taken to improve what the specific issue
9 involved, did you attend a joint meeting with 9 that they’re looking after, and there are no
10 others dealing with the issue of asset 10 additional people asaresult of this. It's
11 management in some particular, but, you know, 11 the work of the--the ongoing work. | mean,
12 as of a Tuesday, butthat's what they’'re 12 earlier thisweek or last week, you know, |
13 supposed to be doing in any event. 13 see people that are in Hydro Place from
14 Q. Inorder for you asthe CEO at the top of the 14 various areas in the organization and | know
15 organization to understand how this business 15 the particular initiative in which they
16 process improvement project is going, do not 16 working onit, you know, it's an ongoing
17 the people who areinvolved in the interface 17 process and with the team. And to that
18 with the consultants - 18 extent, if you say there’sa cost in that of
19  A. There are no consultants. 19 having people come together at varioustimes
20 Q.- and management people--no. During 2002 and |20 to close out a position or agree that thisis
21 on an ongoing basis the internal people at 21 what we should do in thisinstance or what we
22 Hydro, do they not report to you in writing as 22 can do and get the position to recommend it up
23 to how they are doing with this project? 23 the line, then | suppose you could say that
24  A. The leader, the senior executive director 24 there' s some cost allocated to it. From the
25 which leads the--coordinatesthe initiative 25 CEO's perspectiveit’s quite clear, the people
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1 MR WELLS: 1 writing? For example, you just gave the Board
2 over in Hydro are actively engaged in their 2 along explanation about what istaking place,
3 work andin trying to improve their work 3 but does anybody report that in writing to you
4 processes and make things better. And every 4 asthe ceo?
5 now and then we will announce something like 5 A. Usudly what we do is have a presentation, it
6 the closure of the over the counter service 6 would be in the form of a dide show, so that,
7 that we did this summer in Wabush and St. 7 you know, it's an on screen presentation of -
8 Anthony because we thought we could take 8 Q. Sothat’sthe extent of it, isit?
9 advantage of a situation. There's waysfor 9 A. That type of thing.
10 peopleto pay their bill. Welooked at the 10 Q. What about -
11 number of transactions, we examined the cost 11 A. Now, the actual--if there’ s something that has
12 of each transaction, we concluded that it 12 to be written related to the work or
13 would be better to close out those offices. 13 something, that--you know, whatever has to be
14 Therewas areduction in staff. There' sthe 14 done, is done. But, we're not looking for
15 normal reaction in Newfoundland when you-- 15 booklets.
16 certainly with Hydro, because everybody out 16 Q. What about in reporting to your own Hydro
17 there seems to expect us to hire more people, 17 board, isthat reported the Hydro board?
18 not let them go. But so that’sjust another 18  A. Periodicaly | havethe executive director,
19 example. We took moves and you're going to 19 senior director, | mean, who leads this team,
20 hear--1 can--you know, astime goes forward 20 he comes in with me and the senior management
21 every opportunity that we get wherewe can 21 and we review our process improvement
22 change something to the better or reduce a 22 initiatives with the board. Because the board
23 cost, we're going to do it. 23 has not only approved our strategic planning
24  Q.Butdid anybody--the question which | put, 24 and our goals and objectives, so they are--we
25 though, isin that reporting, isthat donein 25 report to our board on these initiatives.
Page 95 Page 96
1 Q. But there' s no written report to the board on 1 avariety of ways, in ability to havereal
2 - 2 time, rea online information, real time.
3 (11:45am.) 3 The various levels of management can look over
4 A ltsaid--thereportsto the board arein the 4 their operations and they can by clicking the
5 form of a dlide presentation and discussion. 5 button, look down through projects and costs
6 Q. Oneof the topicsthat wastalked about the 6 and drill down right to the end detail. And
7 last time around with you wasthe J0 Edwards 7 al of thiswas not available to us before. A
8 computer system. And at that stage in 8 big part of our materials management and
9 September of 01 you expressed to the Board 9 handling processes and our asset management
10 that we haven't been able to take full 10 and what wecall coms, is the capital and
11 advantage of that yet. Canyou give usan 11 operating and business management is all
12 update as to where that project is? 12 because of b Edwards. And part of the
13 A. The Jb Edwards system was put in placeand was |13 initiative in the spring when we had Covenco
14 fully operational at the end of--or the 14 in, was tobring up specialists from JD
15 beginning of 2000, the end of 1999. And you 15 Edwards because we said here are things that
16 had that big scare of the 2000, the turn of 16 we would like to be able to do in our
17 the century thing, but we were ready for that 17 processes, can the system handle it. And they
18 and had J0 Edwards process in--wehad our 18 confirmed that, indeed, it could on things
19 hardwarein. When | said that we hadn’t taken 19 that we were asking them about. And we were
20 advantage of that in the fullest extent, this 20 ableto take that program of Jb Edwards and
21 iswhat I'm talking about now. This isthe 21 we've expanded on it and we've improved our
22 whole of theissuesrelated to improving our 22 processes. And | don't think there’'s a point
23 processes, levering technology and becoming 23 wherewe'll say there’'sa end to this, you
24 more innovative. And we have now been ableto |24 know, it will keep on going. And the results
25 make very good use of the JD Edwards systemin |25 in the end, from my view, will speak for
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Page 97
1 MR.WELLS:

themselves. But the Hydro of 2005 will be
absolutely nothing likethe Hydro of, say,
1999 or 1998. Technology and the capabilities
of technology are going to change our
processes dramatically. But it does take a
lot of time. We're putting in 35,000 entries

of fixed asset items and attributing the costs
and everything that will beto it. Doing

© 00 N o ok~ WODN P

Page 98

numbers, we go from a low in 1997 of
82,730,000? Do you see that number?

A. Yes, 1997.

Q. That appearsto bethelow. Andif you move
to the 2004 forecast, the gross controllable
costs in 2004 will be 100 million, 289?

A. That’s correct.

Q. And | make that an increase from 1997 of 219
percent, almost 22 percent over that *97 to

10 that--getting that all set upin the system 10 2004, seven year period?
11 takes considerable time. 11 A.Yeah
12 Q. Will those changes, Mr. Wells, we've talked 12 Q. Youagreewiththat? And if we go to the net
13 about, the businessimprovement project, the 13 controllable costs and we look at the same
14 JD Edwards project, will they create 14 linewhichis 1997 is again the low period, we
15 productivity gains at Hydro? 15 have 73 million in 1997 and a netof 93
16 A.Would they create? 16 million forecast in 2074--2004, rather?
17 Q. Yeah, do they lead to and create productivity 17 A. That’scorrect.
18 gains? 18 Q. And | make that achange over that period of
19  A. Oh, absolutely, in my opinion. 19 26.7 percent. Do you agree with that?
20 Q. Okay. Now, let me take you to a document that 20 A.If your arithmetic isright.
21 Mr. Browne took you to this morning which is 21 Q.Okay. AndI’mwonderingif I can get you to
22 CA 44 and we go to the attached scheduled. We 22 comment on that 26.7 percent increase in net
23 have here the controllable costsin 1996, ' 97 23 controllable costsduring that seven year
24 through to forecast 2004. And if we look at, 24 period?
25 first of all, the’ 96 gross controllable costs 25  A. That about three percent ayear, not bad.
Page 99 Page 100
1 Q. Soyou say that’s not bad against - 1 included the a fact that in 2002 we had, as ||
2 A.Notbad. And let’slook at the components of 2 recall now, one project, there was $1 million
3 those costs. If you--within that period we 3 on capitalized work and overtime and there was
4 have in more recent or latter years tracked 4 $1.6 related to the elimination of the 46
5 dlightly ahead of inflation on our salary 5 positions. | have that written somewhere
6 increases because of that period of catch up 6 here, and | had it before the Board entered,
7 which we had togo through. Andl won't 7 and you know, that’s disappeared since you've
8 repeat that, the Board is very well--the wage 8 come into the room, Mr. Chair.
9 freeze. And to get to competitive wages and 9 Q. Notonmy desk, Mr. Wells.
10 salaries. And thetotal bill, aswe' ve talked 10 A.Butitwasright here. | think I’'m right on
11 before, from '92 to 2002 or 2004, inflation 11 it. But thereis an explanation for--and
12 was 19 percent, wewere 7.5 percent. Now, 12 basically there's a figure there for
13 maybe there’' s somebody else somewhereinthe |13 capitalize overtime in 2002, overtime on
14 world could do better, but if that isnot an 14 capitalized work and there’ safigure for the
15 example of performance gains. | refer you to 15 elimination of 46 positions. Because we
16 Chart 5, page 12 of my evidence when we look 16 target positions, we set up the program, we
17 at theindex of inflation and Hydro’ stotal 17 eliminate, we pay the cost and record itin
18 controllable costs from 2000 to 2004, it was 18 that year, so we start the next year with the
19 2000 we started with the Jb Edwards system 19 full savings. There's somebody somewherein
20 fully in place. You can see there tracking 20 thisevidence asked about early retirement
21 inflation that our total controllable costs 21 programs. We don’'t go there.
22 are doing very well indeed. And there is that 22 Q. You compared yourself, | believe, in your
23 bump therein 2002. And part of that was, | 23 evidence-in-chief with other utilities. In
24 think, was some of the figures that you were 24 fact, | believe Schedule 1to your evidence
25 talking to me about earlier this morning and 25 has a comparison table?
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1 MR.WELLS 1 distribution wire and drops to houses and has
2 A.That'scorrect. 2 some small amount of transmission to maintain
3 Q. And | notice across that table that these are 3 and a small amount of generation.
4 all companies outside of Newfoundland. Have 4 Our activitiesare quite diverse and
5 you performed any comparison against 5 wide. The Holyrood thermal plant on itsown
6 Newfoundland companies? 6 would be ascomplex an operation as anyone
7  A. Wedon't have comparable Newfoundland company 7 would want to have to contend with. And the
8 to Hydro to compare ourselves with. 8 issue of the cost related to that, the
9 Q. And so youwouldn't have looked at, for 9 employees that are required to run it, we have
10 example, to compare the net operating expenses 10 so many fixed seatsin our Company where an
11 and how they’ve changed over time at 11 operator hasto be sitting there and 24 hours
12 Newfoundland Power? 12 aday, seven days aweek, 365 days ayear. We
13 A.I'maware how they’ ve changed, but that would 13 have those 24 isolated diesel systems,
14 not be a significant influence with me in 14 discrete little power systems where we haveto
15 terms of the comparable company. 15 have people inthose communitiesand cover
16 Q. Andjust doyouwant togivethe Board the 16 that operation and we operate transmission
17 benefit of your views on that as to why 17 lines.
18 Newfoundland Power would not be acomparable 18 When our linemen are in our towers,
19 company? 19 they’'rein a bog, they’'relooking at abog.
20  A.Newfoundland Power is relatively small in 20 When Newfoundland Power’slinemen areup a
21 Canadian or North American standards 21 pole, generaly they're in somebody’s
22 distribution utility. We'real relatively 22 backyard. Theissues that they--and they’ve
23 small in this area. It is primarily a 23 done very well. | don’t--1 think Newfoundland
24 distribution company, and so it does alot of 24 Power hasdone a marvellousjob in their
25 the same thing. It runsalot of low voltage 25 organization and they cantarget anddo a
Page 103 Page 104
1 pulse hit on acertain problem somewhere and 1 argument sake, and the other house at 12 Maple
2 take their linemen and moveitinto an area 2 Street might have oil fire heat. 1n June our
3 and do--these are things that they’ve done in 3 average load in the run of asummer day, 400
4 their--you know, looking after their interests 4 megawaetts, five, 450. We're busily getting
5 and their performance which are suitable to 5 ready for what weknow is about to come.
6 their type of operation. 6 Newfoundland Power has that set up andit’s
7 But when you look at the operations that 7 there’'son Maple Street and that'sit. In
8 we have, it'sa total, totaly different 8 January the 15th the draw onthat electric
9 consideration. We operate a lot of rotating 9 heat home on Maple Street isfantastic. All
10 equipment. We have a very large and complex 10 of asudden we're up to 12, 1400 megawatts on
11 and aged thermal plant and we have our hydro 11 the demand on the system. Wegot people
12 plants distributed around theisland, and it's 12 working feverishly to keep everything going at
13 atotally different picture. And what we're 13 that time. That’s when we're buying the fuel,
14 called upon to do--if you could indulge me for 14 getting it into, you know, and they can
15 a moment, we'll--you know, | look at the 15 basically be inert. It's not their--that’s
16 situation, because we're called to account 16 the nature of their business. How much
17 here as to, you know, al thisfuel we spent 17 electricity is going through the wiresinto
18 and all these capital dollars and then we're 18 that house causesno physical concern or
19 talking about our operating expenses like 19 problem or issue for Newfoundland Power,
20 system equipment maintenance. 20 whether there’' s any amount or whether there's
21 And I'll tell you the difference in my 21 atoaster oninthe houseor everythingis
22 mind between ourselves and Newfoundland Power. 22 going fully with electric heat, that doesn’t
23 In Junethere’'s ahouse on Maple Street, 14 23 affect Newfoundland Power. When we have those
24 Maple Street and there's electricity in that 24 generators in Holyrood going close to
25 house and they have electric heat, for 25 capacity, we got alot of issues on our hands
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1 MR.WELLS:

© 00 N O o~ WODN

interms of all that complex system hasto
work. And when we get through a year, then we
have to make sure, after wearing it out quite
a bhit, that we haveto get it fixed and
brought back to standard for the next season.

So when you'reinvolved in aproduction
utility and when al this rotating equipment
is spread all over the place, you have a
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Page 106
transmission and distribution system up and
operating?

(12:00 p.m.)
A. Oh, of course they do. And they havetheir

areas of difficult operation, like the
southwest coast of Newfoundland, like we have
the northwest coast. We're quite aware of
that.

. My -

10 totally different view of the world when you 10 .But to tak from a staffing level, the

11 have your mgjority--1’ve been in my residence 11 expertise required, we have--in Newfoundland

12 since 1968 or nine. | can't ever remember 12 Power, | mean, they have, you know, engineers

13 seeing a Newfoundland Power linemanin the 13 that work on distribution systems, their

14 backyard. There's apole there. Now, I’'m not 14 transformers, their level of--and like | say,

15 complaining, the service is fine, they’'re 15 al of it isthe same, one house is much like

16 doing their job. But it'sjust, you know, in 16 the next house.

17 your house, have you seen anybody from 17 In Hydro we have all sorts of differing

18 Newfoundland Power lately? They havetheir 18 things and differing equipment, differing

19 areas of storm and problems and all that, but 19 turbines. Sowe havea body of expertise

20 it'satotally different world. 20 within Hydro that’ s quite broad ranging. And

21 Q. Would you agree with me, Mr. Wells, that while |21 then we have towork on all these diesel

22 you're busy with your generatorsin January, 22 systems. So we have afar more complex system

23 the Newfoundland Power linesman isout in 23 to operate inavery broad territory. And

24 Wedleyville or whatever in the middle of 24 thankfully, like, because of Churchill Falls,

25 storms servicing those lines and keeping the 25 | mean, we do operate the six largest, or it
Page 107 Page 108

1 was, can't be lessthan eighth powerhousein 1 Power is not involved to that extent in those

2 theworld. Andwe haveyearsand years of 2 broad range of things that they have to do.

3 engineering experience where people came out 3 And | don't want for one moment--I’m not

4 of Churchill or have worked in Churchill are 4 pejorative about Newfoundland Power. | think

5 back, you know. And whenwe built Granite 5 they’ve done a tremendous job, I'm aware of

6 Canal, | mean, we had our own engineering 6 what they’ve donewith their staffing, I'm

7 team, you know, in charge of that. | felt 7 aware now how they organize some of their work

8 comfortable throughout the thing because we 8 in blitz areas and these sorts of things, and

9 had more experience on staff than most of the 9 they have the normal issuesif there'sastorm

10 contractorsand consultants or anything we 10 and problems they turn to, as do our peoplein

11 dedt with. You know, | look inthe room 11 distribution or transmission.

12 here, | can see Mr. Haynes, 12 years in 12 But our transmission lines, you haveto

13 Churchill Falls, he's had a production. Now, 13 admit, are high voltage transmissions, are

14 he'snot looking after that plant directly 14 towers and everything where we cross

15 today, but that experience in terms of Hydro’s 15 Newfoundland. We operatein adifferent way

16 operationsin generation, you know, there’'s 16 with alot heavier equipment doing different

17 any number. Mr. Banfieldis here, he's a 17 things because our work is not the same as

18 director of rates now, but hewasinvolved in 18 their work. And we are very smal in

19 that. Wehaveon staff personnel that are 19 distribution, they arerelative tous very

20 really expert in handling these power 20 largein distribution. And to look at their

21 production facilities, whether they’re thermal 21 setup and to look at our setup and the support

22 or whether they’re hydro. And we have alot 22 systemsto itis entirely different, in my

23 of expertise in handling isolated diesel 23 view. | mean, that's my view of it, and you

24 systems. 24 asked for it, so.

25 Now, Newfoundland Hydro--or Newfoundland |25 Q. Well, that’swhy we' re here, to have your
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1 KELLY, Q.C.: 1 the intent of this chart was to show that from
2 views, Mr. Wells. | just want to follow that 2 1992 to 2002 Newfoundland Hydro O, M and A had
3 along with a couple of further questions, and 3 goneup 19 percent and the other companies
4 thefirst oneisthis, have--your people are 4 varied from 47, 26, 13, 30, 18 and 50, so we
5 obvioudly hired and paid just as Newfoundland 5 seem to bein the ball park and bettering the
6 Power’s people are here in Newfoundland. The 6 average. And from 1998 to 2002 we were better
7 utilitieswhich you have on your Schedule 1 7 than all of them on a percentage basis for O,
8 are--all deal with utilities in which the 8 M and A expenses. And | think that the Grant
9 people are hired and paid elsewherein the 9 Thornton is recommending to the Commissioners,
10 country. Have you performed any analysis of 10 causing me some problem, but to compare
11 the salary levels and with respect to those 11 performance with other utilities other than
12 companies across the country to do a 12 normal CEA standards. But al this is
13 meaningful comparison between those companies 13 intended to show that over the time frame that
14 and Hydro? 14 we're looking at, that's what happened to
15 A.No. Thepurpose of the Schedule 1to the 15 other utilities that are, | would suggest, are
16 corporate evidence was to show the percentage 16 more comparable to our situation than as Mr.
17 increasein their O, M and A expenses reported 17 Kelly would suggest, that haveyou talked
18 by them. With respect to salaries, I'm sure 18 about comparing yourself with Newfoundland
19 that in most of those utilities their level of 19 Power.
20 compensation would be higher than Newfoundland 20 Q. Okay. Now -
21 and Labrador Hydro. 21 A. Nothing more than that.
22 Q. But you haven't done any sorts of analysis - 22 Q. Mr. Wells, having looked at cA 44, we looked
23 A.No. Theextent - 23 at changesin your net controllable costs from
24 Q. - to determine comparability? 24 1996, ' 97 up to 2004, what now--and we looked
25 A.No. For what it'sworth to the Commissioners, 25 aready with you earlier on this morning with
Page 111 Page 112
1 what had taken placein your 2002 test year 1 A.No,thisis to providethe information ina
2 versusyour actuals. And I'dlike toturn 2 meaningful way, there are certain assumptions.
3 next and look with you for the Board over the 3 And the assumption that we're using in
4 next five yearsout. And perhaps if we could 4 developing the figuresthat are contained in
5 do that by looking at ca No. 3? Andyou'll 5 this particular document, are based on the
6 see attachedto cA 3is Newfoundland and 6 assumption that the rates are adjusted to
7 Labrador Hydro'sfinancial projections for 7 recover each years costs. And not that we're
8 2003 to 20077 8 going to apply every year, but it has the same
9 A Yes 9 affect asthough the Board were making sure
10 Q.Let metake you to, first of all, roman 10 that our rates met each year’s cost. In that
11 numeral four, the executive summary page of 11 sensg, it has the character of atest year.
12 that document. Do you havethat? And if | 12 Q.Okay. So, it's notthat you contemplate
13 take you down to thefirst bullet where you 13 coming back every year?
14 say "the year 2003 is based on forecast 14 A. Definitely not.
15 results and 2004 is based on the revised test 15 Q. Don't even want to think about it. Let me
16 year as filed with the Board on August 12, 16 take you, Mr. Wells, to page seven next, page
17 2003 as part of the 2003 rate application”. 17 seven of the document--no--there we go.
18 And then the second bullet says, "the years 18 Operating and administration expenses, do you
19 2004 onward are projected to betest years 19 see that heading that, Mr. Wells?
20 meaning that rates will be adjusted annually 20 A.Um-hm.
21 to recover each year’s costs’. Can | get you 21 Q. Andit says, "excluding extraordinary items,
22 to explain to the Board what you mean by that 22 operating and administration expenses for 2005
23 and, in particular, isit contemplated that 23 onward are expected to increase at the rate of
24 Hydro will be applying to the Board in each of 24 inflation”. So, we looked at the history of
25 the years, ’05, ;06 and ' 077? 25 the changes in operating expenses from
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1 KELLY, QC.:

1996/’ 97 and up to 2004, do wetake it that we
can expect continuing increases in operation
and administration expenses going forward to
2007 equivalent to inflation?

.1think that you can reasonably expect the

increases in operating--the question of
inflation, since we don’t know what inflation,
we can only project on that, but when you look
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A. Yeah, theissue thereisthat you can’'t equate

system equipment maintenance to inflation
figures. The issue with system equipment
maintenance is how hard are we going to run
that equipment, look at the age of the
equipment and what are the capital and
operating expenditures that we're going to
incur ininsuring that we've got areliable
supply of power and energy. And again, I'm

10 at the components of operating expenses, | 10 not an engineer, asyou're well aware, for me,
11 don’'t see the opportunity in--I would be very 11 if you look back in the history of Hydro, back
12 concerned if wewereto deal with the system 12 in the " 90s, that system equipment maintenance
13 equipment maintenance. | think system 13 bill waswhat | called a, you know, you 10 to
14 equipment maintenance is going to increase and 14 12 million dollar bill. Today | look at it
15 should increase. The salaries and wage 15 and it smorelikea15 to 17 million dollar
16 expense, | think, will be no more than 16 bill. And | would expect infiveor six or
17 inflation. And unless there’s something 17 seven years from now that that thing is going
18 untoward, the insurance, where you’ ve got such 18 to be atwenty plus million dollar bill. And
19 volatility, | think that we can hold that 19 that'srelated to the nature of what we're
20 other 20 percent to inflation or, with a bit 20 operating, the age of what we're operating and
21 of luck, to lessthan inflation. 21 the absolutely necessity that it continues to
22 Q.What | hear you saying in that answer is that 22 operate effectively and, you know, | can’'t add
23 the total isactualy likely to somewhat 23 any more than that. The system equipment
24 exceed inflation because you're expecting 24 maintenance is an absolutely critical factor
25 perhaps above inflation on system maintenance? |25 that we have some influence over, but | would
Page 115 Page 116
1 never want to restrict anybody nor do | think 1 totest thelimitsin yearsto come. Some
2 Hydro should be restricted to some sort of, 2 would say that we'vealready testedit in
3 well this should track inflation or you should 3 certain aress.
4 hold that cost level or you should reduce it. 4 Q. So, despite the productivity gains, that we
5 If we can and the last couple of years, asthe 5 talked about, flowing out of a business
6 chartswill show, we've been holding our own 6 process improvement project and the Jb Edwards
7 on system equipment maintenance, but just 7 project, | take it from the answer that you've
8 holding our own. And reasonably, depending on 8 just given, that over the next number of years
9 circumstances, one could expect that that will 9 out to 2007 at least, we will continue to see
10 increase. Now, | think said yesterday, with 10 increases, a least equal to, maybe greater
11 respect to questions from Mr. Browne, that on 11 than inflation on the operating expenses of
12 our salariesand wages which is the most 12 Hydro?
13 significant, it's 63 percent, that we are 13 .1 don't think that anything I’ve said could
14 dightly behind maybe, in terms of 14 alow you to make the comment that, at least
15 competitiveness with wages and we would expect |15 equal to or greater thaninflation. System
16 though, that our wage and salary bill, that 63 16 equipment maintenance, we don't know; the
17 percent, would--theincreases should track 17 others|’ve said, salary increases themselves
18 inflation. There may be alesser number of 18 will most likely track inflation. We have to
19 people. So, depending on our capabilities 19 be competitive and 1I'm not surewhat will
20 with reorganization and what not--there's a 20 happen with other groups, but | think that the
21 finite point asto how many peopledo you 21 opportunity, to best inflation with the total
22 actually needto operate the system? No 22 salary hill, we would haveto reduce the
23 matter how effective and efficient your 23 numbers of people. And | really don’'t want to
24 processes and procedures, | don’t know the 24 make announcements to Hydro employees as this
25 answer to that, but | think that we are going 25 hearing about what, but we know that there are
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1 MR WELLS: 1 percent increase expected from 2003 out to
2 thingsthat are goingto change and we're 2 20077
3 working on thingsthat will helpto reduce 3 A . Wdl,why don'twelook atitfrom 2004 to
4 costs and | think we can beat that inflation 4 4007 because we're already dealing this
5 number under 63 percent. | don’t think | want 5 application and the -
6 to challenge anybody in Hydro to deliberately 6 Q.| wasgoingto cometo that.
7 beat the inflation number on system equipment 7 A.Asweall agree, there' safairly significant-
8 maintenance because that’ s too important. We 8 -1I’'m sure you’ d mention that--but yeah, 'l
9 will deal with those thingsthat have to be 9 accept your percentages, yes.
10 dealt with, you know, in that area. And 10 Q. Right. In other words, my question isthis,
11 transportation, office supplies, building 11 this application now isfor 13.7 percent or
12 rental, these things, it's only 20 percent of 12 thereabouts. We still have another, roughly,
13 the thing and | think we can hold our own on 13 four percent increase to come over the next
14 that with respect to inflation and that’ s the 14 three years that you're currently
15 assumption in the reforecast. 15 anticipating?
16 (12:15 p.m.) 16 A. Again, take the assumptionsthat arein this
17 Q. Canl just takeyou to table 8, Mr. Wells, in 17 document and the effect of that going forward,
18 thisreport whichispage 14. And thisis 18 we are using inflation factors and increases
19 your projected rates from 2003 which are the 19 with respect to the price of fuel and whatnot
20 current rates out to 2007 and the wholesale 20 to arrive at those numbers. So, that’swhy
21 rateis therate to Newfoundland Power, we 21 you would pay particular attentionto the
22 just focused on that line, currently 47.9 mils 22 assumptions that are used.
23 and 2004 which is the one in the application, 23 Q. Now, can | turn next with you to a couple of
24 54.5 you' re showing there and in 2007 to have 24 other issues. One is theeffect of the
25 increased to 56.4. | calculate that asan 18 25 capital budget decision that the Board
Page 119 Page 120
1 rendered with respect to Newfoundland Hydro. 1 wonder if | could get you, as CEO, to comment
2 And if | take you to NP 233. Now, as aresult 2 onyour viewsas to the appropriateness of
3 of the decision on the capital budget, the 3 that adjustment?
4 reduction in the capital program of 4 A. Astowhether we should follow that particular
5 approximately 6.9 million in 2004 will reduce 5 calculation -
6 the revenue requirement in thetest year by 6 Q.Yes
7 approximately 330,000? 7  A. - based on past experience?
8 A.Yes 8 Q. Based on past experience.
9 Q. And Hydrowill berefiling at theend of 9 A.Wadl, thereis an issue there with respect to
10 October to reflect that change? 10 the capital expenditures and we're aware of
11  A. That’scorrect. 11 that, but | have not--we answered the question
12 Q. Okay. Andif | take you next to NP 232. 12 there and gave you the mathematical
13 MR.O'REILLY: 13 calculation. In termsof a policy decision
14 Q. Of therevised? 14 within the company or position within the
15 KELLY, Q.C: 15 company, whether we would go there, we haven't
16 Q. Yes, the revision. And you recall Mr. 16 taken aposition onthat. It may very well
17 Brushett raisesin hisreport, the issue of 17 come out within the course of this proceeding.
18 historically the capital expenditures from 18 Q. So, Hydro does not have a position as to
19 1998 to 2002 have been below budget by about 19 whether that adjustment is appropriate?
20 14 percent and there's aquestion of the 20 A.No, we haveour position for the moment as
21 retirement rateto be used aswell. And we 21 filed. And theissue of thistype of thing
22 ask for a recalculation if we used the 22 lendsitself to argument or position taking,
23 historical ratios that were achieved. And on 23 al I'm saying is that we haven't adjusted our
24 that basis, the adjustment to revenue 24 position on that point, but that isrisk for
25 requirement would be $416,000.00. And | 25 the mill for the proceeding, I'm sure.
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1 KELLY, Q.C: 1 Q wwNo.5.

2 Q. Okay. Mr. Wells, for thetime remaining, | 2 KELLY, Q.C:

3 want to move now to another topic whichisthe 3 Q. Doeseverybody have copies?

4 matter of the rural deficit and to focus on 4 CHAIRMAN:

5 that, I’ ve provided to you through counsel, a 5 Q. Doyou have acopy, Mr. Wells?

6 list of the information requests that | would 6 A Yes

7 be taking you to. And Mr. Chairman, there are 7 Q. Yes, okay.

8 three from the last hearing that | would like 8 KELLY, Q.C::

9 have admitted to the record and I’ ve provided 9 Q. Mr.Wdls, I'dliketo talk, firstof all, a
10 those and provided copiesto Mr. Wells. So, 10 little bit about the rural deficit in
11 perhaps before we begin, we can mark those as 11 principle. | believe we all know what it is.
12 the next exhibits. 12 Would you agree with me that the rural deficit
13 Thefirst onethat | ask to have marked 13 and the manner in which it is currently
14 because I’'m not quite sure of the order in 14 provided for in terms of payment, createsa
15 which the clerk ishanding them out would be 15 certain level of economic distortion and I'll
16 2001 NP 209. 16 give youtwo examples. First of al, by
17 MS. NEWMAN: 17 having it cross-subsidized to customers, other
18 Q. That would be ww 3. 18 customers on the system, the price of
19 KELLY, Q.C.. 19 electricity isincreased relative to the price
20 Q. Yes. And then we have NP 36. 20 of other products. So, if you and | are going
21 MS. NEWMAN: 21 to the store for, whether it be food or
2 Q. .WWwWAa4. 22 whether it be an automobile or whatever, it
23 KELLY, Q.C: 23 creates that economic distortion. Do you
24 Q. Andthen NP 121. 24 agree with that?
25 MS. NEWMAN: 25 A.Theprice of electricity?

Page 123 Page 124

1 Q. Yes. Inother words, the price of electricity 1 some businesses are paying an increased

2 is approximately about ten percent higher for 2 electricity costsrelative to -

3 customersin Newfoundland and Labrador, onthe | 3  A. Others.

4 island, because of - 4 Q.- others.

5 A. Oh, because of therural deficit. 5 A. That'scorrect.

6 Q.- of therurd deficit. 6 Q. That'scorrect, right. Now, can | take you,

7 A.Yes. 7 first of al, to--we'll have aquick look at

8 Q. Okay. And the secondary inwhich it creates 8 the history of thisdeficit. It's shown on

9 an economic distortion is that most businesses 9 the table at page 2 of discussion paper that
10 contributeto therural deficit. In other 10 is attached to your evidence.
11 words, if | run astore on Water Street, if | 11  A.Yes
12 run a fish plant in Wedeyville, if I run 12 Q. And Mr. Browne took you to thistable. And if
13 Memorial University, all of those businesses 13 wego to the year 1999, that was the lowest
14 contribute to the payment of the rural deficit 14 period for the deficit since, during the whole
15 in the rates, whereas the certain Industrial 15 period from 1992, correct, at 22.1 million?
16 customers, Pulp and Paper, the ail refinery, 16  A. That's correct.
17 et cetera, are exempt by statute. So, there's 17 Q. Correct. And in your evidence, at page 25 it
18 a distortion between businesses as well. 18 iscurrently forecast for 2004 to be 41. 6
19 Would you agree with that? 19 million, correct?
20 A.Wadll, I'm not sure distortion, are you looking 20 A. That'scorrect.
21 at it from any particular point of view or - 21 Q. So, the deficit has not quite doubled, but
22 Q. I'dlook at it from this point of view, from 22 we're not very far off between 1999 and 2004
23 the cost, from the point of view of cost - 23 as forecasted, correct?
24 A. Of doing the business. 24  A. That's correct.
25 Q.- of doingthebusiness, exactly. So that 25 Q. Now, if | take you to page 3 of 14 of your
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1 KELLY, Q.C:

paper, here you point out--that’ s fine there,

Mr. O’ Reilly--in the middle of the screen of
there, "Newfoundland Power pays Hydro
approximately 19 percent more than the cost of
service asacross subsidy to fund the rura
deficit". So, that’ s the current burden that

is being passed then to fund this rural
deficit to Newfoundland Power’ s customers?

© 00 N o ok~ WODN P
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Q. There’ sno significant reduction -

A.l don't attribute anything much to that, |
mean, give you an explanation for -

Q. Right, okay. 1 just wanted to check that
point. So, that by 2007 the deficit will have
continued to grow to approximately 44 million
dollars. Now, if you look at the split
between theidand interconnected and the
isolated, the isolated remains relatively

10 A. That'scorrect. 10 constant over that period wherethe island

11 Q. So, it's approximately almost one dollar in 11 interconnected grows from 19 millionto 22

12 five. Now, if | takeyou nextto NP56, we 12 million. Can you help us understand why that

13 asked for aproject of therura deficit out 13 would be the case?

14 to 2007 and thisis the answer which Hydro has 14 A. Why the idland interconnected is growing -

15 provided. And in 2004, you show 41 million 15 Q.Yes

16 which would be, in fact, about 41.6 as per the 16  A. That would be attributable, that would reflect

17 evidence. And then you show in 2005, the same 17 in the island interconnected to the cost of --

18 41 number and I'm not quite sure whether 18 the rates that are being applied don’t cover

19 that’s intended to reflect areduction or 19 the cost of service andthat attributes--

20 simply holding the status quo. Can you 20 that’ s where you're getting the increasesin

21 comment on that or areyou ableto answer 21 the rural deficit for the idand

22 that? 22 interconnected. But -

23 A. It could be something attributable to rounding 23 Q. Inother words, you're not--sorry.

24 because 42 goesto 44 from 2003 to 2007. So, 24 A.-the--I'm struck--first of all, you haveto

25 you're not getting - 25 go back to 2 of 14 in the evidence that you
Page 127 Page 128

1 separated, submitted this morning, in a 1 A. But there are different reasons.

2 calculation of therura deficit, you talked 2 Q.| understand that.

3 of the doubling figures, the low point in’95 3 A Okay.

4 and | think you're attributing all this to 4 Q. Now, just come back to the question which |

5 cost incurred in running the system and that’s 5 was posing, the growth in the island

6 not the case. A lot of the changesin those 6 interconnected.

7 numbers relate to assignment of costs arising 7  A.Yes, canyou drop that screen up abit, so we

8 from thecost of servicestudy and Board 8 can read the notes that explain all this?

9 decisions. And the other thing is the change 9 Q. Because | thought| understood from your
10 in the rural deficit, another big factor was 10 answer that what you were saying was that the
11 the interconnection of the GNP which 11 revenue which you were getting on this Island
12 transferred that cost of theisolated system 12 Interconnected system was falling further
13 to the rural interconnected system. So, 13 behind, in essence. Isthat it in a nutshell?

14 you've got to understand what you're, you 14 A.Yes, because you have two columns of figures.
15 know, when you review the costs, just don’t go 15 Y ou have your costsand your revenue and if
16 by the numbers in two columns here. There are 16 they both go up by inflation, the gap between
17 other events that are impinging on what is 17 the costs and the revenue will widen.

18 producing thedollar figures. Now, going 18 Q. Okay.

19 forward, | just wanted to say - 19 A.Youknow, it'sinevitable.

20 Q. Just beforeyou leavethat point though, Mr. 20 Q. Now if wegoto your--in your evidence, page
21 WEeélls, the numbersin the column row do 21 26, one of theitemsthat you discussisthe

22 represent the amount that is transferred in 22 interconnection with L’ Anse-au-Loup to Red
23 cross-subsidization, isit not? 23 Bay, and | want to focus onthisone asan

24  A.Ohyes. 24 example, as opposed to trying to simply take
25 Q. Exactly, okay, because you didn’t want to - 25 something out of this simply in and of itself,
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1 KELLY, QC.:

© 00 N O o~ WODN

but | want to work through the issue with you.
And you point out at line four that "in 1995,
Hydro contracted with Hydro Quebec for the
purchase of secondary energy onthe system
from L’ Anse-au-Loup to Red Bay."

A. That’s correct.

Q. Okay. And in athumbnail answer, so we don’t
spend too much time on it, just explain to the

© 00 N o ok~ WODN P
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Q. That was given.
A.Yes.
Q. And we then asked for afurther breakdown of
that number, and if I--can | take you to NP-
211? I'll give you a chancetoread down
through that alittle bit, if you haven't read
it.
A.Yes.
Q. And I’'ll take you down to line 26 to 28, get

10 Board now how that L’'Anse-au-Loup process |10 Mr. O'Relilly to scroll up thereabit. The
11 works. 11 1.4 millionis the difference between the
12 A.Well, we buy secondary energy from Hydro 12 estimated fuel cost for diesel-only generation
13 Quebec and it supplies the requirements from 13 and the forecast cost of supply as you have
14 L’Anse-au-Loup to Red Bay, which had 14 the arrangement with Hydro Quebec. So what
15 previously been supplied by diesel, and that 15 you’ re measuring with that savingsto Hydro is
16 contract isongoing. Isthat - 16 the differencein fuel costs, correct?
17 Q.Yes 17  A. That'scorrect.
18 A.Yes 18 Q. Okay. Now do you view that as areasonable
19 Q. Okay. Now can we go next to NP-55, okay, and 19 way to determining the benefits of that
20 if you'd comedown to line 12 in the answer, 20 contract to customersthat pay the rural
21 you indicated there that the estimated savings 21 deficit, simply the difference in the fuel
22 to Hydro for the 2004 test year as aresult of 22 costs?
23 the contract are approximately 1.4 million 23 A. The customersthat pay the rural deficit?
24 dollars? 24 Q. Right. Inother words, Newfoundland Power’s
25 A.Yes, that’sone of the answers. 25 customers and -
Page 131 Page 132
1 A Yes 1 A.Yes, okay.
2 Q.- andthe Labrador Interconnected. 2 Q. Okay. You comedown toline nineon the
3 A Wadl, just my understanding of the information 3 screen there.
4 supplied thereis that had we not entered into 4 A Yes
5 the contract with Hydro Quebec, we would have 5 Q.Okay. Youseethat. Linenine shows that
6 incurred, based onthe assumptionsfor the 6 there are revenues of 1.496 and costs of 2.745
7 consumption of fuel, another 1.4 million 7 for adeficit in 2004 of 1.249, okay.
8 dollarsthat would have been added to the 8 A. Right.
9 rural deficit and Newfoundland Power customers 9 Q. Revenueto cost ratio of 54 -
10 would be contributing to that. 10 A. Correct.
11 Q. Okay. Sowe'd have 1.4 million in extra costs 11 Q.- .54 or 54 percent.
12 for - 12 A.Yes
13 A. We could have had. 13 Q. Now one of theresults of shifting tothis
14 Q.- that you could have had if Hydro was running 14 arrangement is that the L’ Anse-au-Loup people
15 the diesel system? 15 are now paying, instead of the isolated diesel
16 A Yes 16 system rates, they’re paying the rates
17 Q. Now if I get youto go next, follow along on 17 approved for Newfoundland Power, correct?
18 this, to the 2004 test year deficit, and you 18 A. That's correct.
19 can find thisin Exhibit RDG-1, which isa 19 Q. Okay. Now so, some of the savingsin fuel are
20 revision, at page 3 of 107. Therewe go. Mr. 20 infact being offset by reduced revenue to
21 O'Reilly isvery quick. And if you come 21 Hydro asaresult of the rates being reduced
22 acrossthe L’ Anse-au-Loup line, you'll see - 22 from thediesdl rates tothe Newfoundland
23 A.lIsthat one of the papersyou put out this 23 Power rates, correct?
24 morning? 24  A. That's correct.
25 Q. No, thisisone still on the screen there. 25 Q. Sothesavingsisnot 1.4 million. It would

Discoveries Unlimited Inc., Ph: (709)437-5028

Page 129 - Page 132




October 7, 2003

Multi-Page™ NL Hydro 2003 General Rate Application

Page 133 Page 134
1 KELLY,Q.C.: 1 megawatt hours. Go back to that and have a
2 be |ess the reduction in revenue to start off 2 look.
3 with. Andif we go to NP-209 from the 2001 3 A Yes
4 hearing, thisis the one we just had alook at 4 Q. Youseethat?
5 or just put in, whichisltem B and we go to 5 A Yes, 16810, right.
6 the answer, there you go. 6 Q. Now if we go to NP-121 from the 2001 GRA, and
7 A.That'sNP--can | just seethe top of that 7 we go to the line that shows what the
8 again? Thank you. 209, right? 8 production was in 1996, we'll haveto find
9 Q. Yes and Mr. O'Reilly has it on the screen 9 that for--therewe go. The number that you
10 there now. 10 come up with is 9,657?
11 A. With my eyes, more comfort here. 11 A. That'scorrect.
12 Q. The paper iseasier. 12 Q. And so the growth on the L’ Anse-au-L oup system
13 A.If | get theright sheet. 13 has gone from 1996, from 9,000 megawatt hours,
14 Q. And so even as of 2002, that revenue reduction 14 9.6, al the way up to the number which we had
15 to Hydro was some $423,000. It'd be something |15 amoment ago.
16 bigger than that by 2004, correct? 16 A.16810.
17  A.Yes. 17 Q. 16,810, a 75 percent increase, driven by the
18 Q. Sothat the extrafuel that is--or the savings 18 fact that the rates are lower, correct?
19 infuel is in part offset by a reductionin 19 A.That's an assumption, but it's not
20 revenue? 20 unreasonable.
21  A. That's correct, when the rates changed. 21 Q. It'snot an unreasonable assumption. So that
22 Q. Right. Now the next point that | wanted to 22 the real savings on the system, because we are
23 takeyou to on this L’ Anse-au-Loup oneisif 23 only capturing 54 percent, by thetime we
24 we--we looked at NP-211, which was your 24 factor in the revenue reduction and the
25 estimate, and that was based on 16, 810 25 increasein growth on the system, the readl
Page 135 Page 136
1 savings are much less looked at in an overall 1 into theissue, the Board directed that the
2 sense. Would you agree with that? 2 people on that system were to have the benefit
3 A . Wadl, | now understand the point that you're 3 of Island I nterconnected rates, which was not
4 making. To that extent, | agree. 4 Newfoundland Hydro's position. And the
5 Q. Okay. Now if thatisthecase, and | think 5 concern that | wastold at thetime, when |
6 we'rein agreement, isit time to do something 6 said "well, what does all that mean?' they
7 with that rate structure that encourages that 7 said if these people, the consumers there,
8 type of growth on a Rural Isolated system like 8 were put on at Island Interconnected rates and
9 that, that then translatesto acost inthe 9 they didn’t have the diesel system in their
10 rural deficit? In other words, should we have 10 minds to depend on, that they would take
11 people on that L’ Anse-au-Loup system picking 11 advantage of the situation and the demand
12 up abigger share of that system cost? 12 would increase. And that was what | was told
13 A. Waell, that’saquestion for the Board. When 13 in 1996, say January of 1996 was the earliest
14 the L’ Anse-au-L oup issue came up, when there 14 opportunity to hear about it, and that, in
15 was the opportunity to buy the secondary 15 fact, has happened. As the Hydro
16 energy from Quebec, | think it was--now | had 16 representatives at the time predicted that if
17 just come with Hydro around that time, and so 17 they--the lower rates, you could predict an
18 itwas a topical issue, butto meit was 18 increased demand on that system, and that
19 topical. | wasn't--1 wasjust there. And | 19 demand has increased. No question of it. But
20 think that the Hydro position wasthat the 20 it was by order of the Board and the
21 rates that they had proposed at the time were 21 representations that were made to the Board
22 not the same as thelsland Interconnected 22 back in 1995 or 6.
23 rates, and there was abit of afuss inthe 23 Q. And what I’'m wondering is do you think on--not
24 area, and | think the Board, PUB, met in 24 simply on thisissue, but on the--just asan
25 L’ Anse-au-Loup and as aresult of the hearing 25 example of the rural deficit issue, that with
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1 KELLY, QC.:

the growth that we are seeingin thisrural
deficit and the cross-subsidization costs that
iscoming asa result of it, that we are at
the stage where a serious effort needsto be
made to look at this rural deficit issueasa
whole?

. Well, Mr. Kelly, the Board, and I’m aware of

that, the Board has been very much concerned
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and their associations, like development
associations, and they are of aview that they
want the system. Because we warned people
about there’sonly so much power we may get
from Lac Raobertsonin that secondary power
contract with Quebec, and that if we run
beyond it, we're going to haveto turn back
al the dieseals, and one of the issues that we
had, | think in’96, with respect to revenue

10 about the issue of the rural deficit 10 requirement, wasthat if the people inthat
11 throughout the 90sand had at least two 11 areawere only paying the rates, we still had,
12 studies done, and we've been put to the test 12 while supplying the power and buying it from
13 as Hydro to deal with theissue of costson 13 Quebec, | mean, we' ve still maintained that
14 the rural system, and we've--asexplained in 14 diesel system, and that’ s our backup, because
15 the evidence during our last rate application 15 we'rethefirst to take the hit if there’'sa
16 and itsinternal. | refer toit in my 16 problem with the Quebec power on our system.
17 evidence. It'sreferred to in the document on 17 So thereisan issuein total of the costs of
18 it, and it’s referred toin Mr. Martin's 18 the system undoubtedly and these costs are
19 evidence, the efforts that we' ve taken to try 19 going up, but itis--I don't know if you're
20 to constrain the costson the rural deficit. 20 asking me that Hydro should take some action
21 But it is increasing and it's going to 21 with respect to thisor that there hasto be
22 increase, and thisisone just discreet area 22 an issue or--the only authority that can deal
23 of that whole issue, the L’ Anse-au-L oup to Red 23 with this issue and these circumstances would
24 Bay, and now | have met over the time 24 be the Public Utilities Board.
25 periodically with the residents in that area 25 Q. Can|l takeyou just back to NP-11--NP-211, for
Page 139 Page 140
1 amoment, 2003, just to pick up a point that 1 relief with respect to trouble on their
2 you touched on a moment ago in the answer you 2 system. We'rethefirst line. They'll take
3 just gave. You seethere atline1l, the 3 us out before they deal with their own issues
4 diesel generation? 4 on their side of the border, and we're working
5 A.Yes. 5 with them on that, and | am aware that--and
6 Q. Andyou made thereference that there's a 6 other witnesses can give you the detail of
7 finite limit of the purchases from Hydro 7 that. So | don't--there isa point though
8 Quebec, and can | get you to just elaborate on 8 that if this demand inthe L’ Anse-au-Loup
9 that, and in particular, in doing so, can you 9 system continuesto increase a the rate it
10 answer this question: do you expect the diesel 10 has been increasing, then either Hydro Quebec
11 generation requirements over the next few 11 is going to have more power available to us as
12 yearsto increase, keeping in mind the growth 12 secondary power or we' re going to have to come
13 which is taking place on that system? 13 up with something to meet that requirement.
14 .1 really am not the one that--you know, your 14 Q. You haveto go back to more diesel generation?
15 question may be quite legitimate. You're 15  A. That or some other aternative, which isas
16 going to have to ask Mr. Martin on that 16 we've stated in our evidence on the rural
17 because what you see thereis the use of the 17 deficit and theisolated diesel systems, up to
18 diesels intermittently for backup situations, 18 now the diesel is the economic preference.
19 when they come on stream. | don't havethe 19 There have been no alternatives that we could
20 information with me or in my head asto where 20 get a better cost result than the diesel.
21 we aregoingto end up in two or three years 21 Maybe we're goingto haveto look at sub-
22 from now with respect to the supplies from 22 optimal development of some resource in the
23 Quebec, but | know that we're having 23 area, likea Hydro resource. There’'s not a
24 discussions with Hydro Quebec and we're 24 good match. This is--our systems planning
25 getting some relief or we're about to get some 25 group has reviewed this extensively because
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1 MR.WELLS: 1 road with power linesand they’re looking--
2 there' s constant pressure on government, and | 2 they don’t want the diesel system. They want
3 get alot of representation on this from 3 al the amenities of afully-fledged system,
4 residents in the Labrador coast area. 4 and they--and | tell you, | have a big screen
5 | was up therein June and made a 5 in the room when | made apresentation. You
6 presentation to them, pointed out the fact 6 got yellow figures on a blue background. And
7 that the level of subsidy in the households up 7 that didn't deter them whatsoever, that
8 there, you know, was $4600 going into your 8 there’ s $46-4700 subsidy to ahousehold on
9 house, and you' re complaining about your cost 9 average. Andoddly enough, if | made the
10 on top of that, and they all thought that was 10 similar presentation--thisisa vignette. |
11 wonderful and said "we want--we don't want 11 wasjust sharing this information with our
12 diesels any more. Wejust want to be hooked 12 employeesin rural Newfoundland, operating the
13 up to asupply. So hook us up to Goose Bay." 13 rural system, and | showed the $800 subsidy on
14 | pointed out, | had the homework done on that 14 the Rura Interconnected, as we now defineit,
15 by our systems planning people, it would cost 15 and the $4600 subsidy for the isolated diesel
16 $120 million, and that given the total number 16 system, and people in the room said, "I knew
17 of residents, they wouldn't pay it off ever, 17 we were getting screwed. We should be getting
18 and they’re not paying the cost now. That 18 that other subsidy."
19 doesn’t deter them. 19 Q. Points out the difficulty of dealing withiit,
20 There are very strong demands, as the 20 doesn't it?
21 panel will find out if you goto Labrador 21 (12:45 p.m.)
22 during this proceeding, not only from L’ Anse- 22 CHAIRMAN:
23 au-Loup to Red Bay but the residents now north 23 Q. Given thatit's a vignette, is that $120
24 from Red Bay to Cartwright and now that they 24 million, does that include just south of
25 have aroad, somehow Newfoundlanders associate 25 Groswater Bay to Red Bay or isit north?
Page 143 Page 144
1  A.Yes theline- 1 it'sin the evidence, the number, theload in
2 Q. 120 million. 2 Rigolet, other than you give them the $29
3 A If | step from the mike, 11l show you. 3 million and write it off, they can't pay for
4 Q. I'msorry, Mr. Kelly. 4 what they have now.
5 KELLY, Q.C. 5 So there are enormous pressures though in
6 Q. No, by all means, Mr. Chairman. 6 southern Labrador, because our evidence aso
7 A If weran aline out of Goose Bay down hereto 7 indicates there' s a growth there since 1998 of
8 pick up in Cartwright, come down thisway. 8 something like four percent. It'sin our
9 CHAIRMAN: 9 summary on the rural deficit, that the growth
10 Q. Okay. 10 rate on the Labrador Interconnected--or the
11 A.We've donea preliminary projection, it's 11 Labrador isolated system is something like 4.2
12 roughly the cost of such aline would be $120 12 percent a year or higher. Andthen we're
13 million, and there may be someissues with 13 looking at most of that isjust the isolated
14 respect tothe capacity of the line from 14 diesel, not the interconnection, which is even
15 Churchill down to Goose Bay. So | mean, the 15 higher, you know.
16 point being that the numbers and the issues, 16 Q. Apologize, Mr. Kelly.
17 interms of the population that can sustain 17 A.I’vesort of departed from wherever you were,
18 it, you know, there’s no compatibility 18 Mr. Kelly.
19 whatsoever. On the other hand, the pressures 19 Q. Goahead. | don't do that very often.
20 are quite strong and the peoplein Rigolet 20 KELLY, Q.C.
21 prevailed. They’ve made representations to 21 Q.No,that's fine. | just wantto close out
22 government, and we did a study of aline from 22 this discussion of the L’ Anse-au-Loup system
23 Goose Bay down to Rigolet on the north side of 23 with this question, Mr. Wells. We looked
24 Groswater Bay, and it came out to something 24 earlier from the cost of service study for
25 like $29 million. And if you look at the-- 25 2004, at the deficit for the L’ Anse-au-Loup
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1 KELLY, QC.:

systemat 1.249 million. Wehad that from
RDG-1. Andif you goto NP-36 from the 2001
hearing, and you go to the line that shows you
the deficit for L'Anse-au-Loup, you'll see
that in 19--at that pointin time, it was
1,062,000. So it hasincreased for 1999 to
projected 2004 by amost $200,000. So the
deficit on that system continuesto grow as
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Page 146
large general service customer requires aload
that means that the generation capacity on the
system has got to be increased, and you’ ve had
acouple of examplesof that over thelast
couple of years. And in those circumstances
where you had a generation plant addition for
the benefit of a particular customer, does
that customer haveto pay anything for the
cost of that plant addition?

10 you' ve explained and the magnitude, over that 10 A. No, other than something related to the hook
11 short period of time, is $200,000, agreed, in 11 up, but you’re talking about the additional
12 round figures? 12 generation capacity -
13 A. Yes, the other thing, in our projections for-- 13 Q. Right.
14 well, from 99 to 2002, | think in our 14 A.-isnot directly charged to that customer.
15 projections somewhere in this piece, that the 15 Q. Right. Soif an expansion hasgottogointo
16 revenue to cost coverage that arein all those 16 serve a fishplant in a diesel-generated
17 tablesto which yourefer, we'reabout 54 17 community, for example, then that cost is
18 percent, yes. 18 shifted to the rural deficit?
19 Q. Okay. And so we've had a $200,000 projection 19  A. Well, the cost for that system is incorporated
20 or, sorry, $200,000 increasein the deficit 20 asthe costsfor theldand Interconnected
21 during that period of time. Now | want to 21 system. Wedon't have the practice onthe
22 turn on the deficit issue to another series of 22 marginal generation costs going against the
23 questions, just to probe thisalittle bit 23 last customer.
24 further. Now there are areas on the isolated 24 Q. Okay.
25 diesel system where, fromtime totime, a 25 A.lt'saveragedin, yes.
Page 147 Page 148
1 Q. Now if we go to NP-50, there's been acouple 1 Q. Okay. Andin the second example, the capital
2 of examplesthat we've talked about. Oneis 2 cost to increase the capacity at Little Bay
3 in Charlottetown and the other is in Little 3 | slands was 57,000, a more modest number, and
4 Bay Idands. 4 that was of the same type of -
5 A.Yes 5 A.Same principlesinvolved.
6 Q. Andlet'sjust deal with Charlottetown first, 6 Q. Same principle, right. Can we go to NP-51 and
7 where the capital cost to increase the 7 just look at the costs associated, in terms of
8 capacity was 1.587 million? 8 the impact on the deficit, and if welook at
9 A. That’'scorrect. 9 the Charlottetown example first, we have the
10 Q. Couldyou just explain that briefly to the 10 annual impact on the deficit of being almost
11 Board, as to what was required here? 11 $170,000 for 2004, in other words, 72,000 for
12 A I'll attempt it, because the basisissue was 12 depreciation and 96,000 for the financing
13 that we had to add an additional diesel engine 13 costs?
14 generator to be able to fulfil the demand that 14 A Yes
15 was created, inaddition to what was in 15 Q. Sothis addition in Charlottetown drives up
16 Charlottetown, and there was other associated 16 the deficit by 170,000 which then has to be
17 things. Now Mr. Martin can tell you the 17 cross-subsidized, correct?
18 detail, whether it' s transformers. But what 18 A. That's correct.
19 happened was that capital cost, which we took 19 Q. Okay. And we could gothrough the same
20 to the Board, was for additional generation, 20 analysisfor Little Bay Islands. The numbers
21 which was diesel generation and the support 21 are much smaller. Can | take you next to NP-
22 systemsto enablethat particular plant to 22 52? And thisisthe report on the task force
23 meet then the total demands of the community, 23 of operational--task force review of
24 which had increased from the results of having 24 operational and financial initiatives on the
25 afish plant added. 25 isolated diesel system, and there’'s a section
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1 KELLY,Q.C: 1 A.No, that policy was never put into effect.

2 inthere whichis Section 5.3.5, if you go 2 Q. If wegoto NP 209.

3 over to page 5.14. Page 5.14 isthe page we 3 MR.O'REILLY:

4 need. | think we'regoing thewrong way. 4 Q. For this period?

5 5.3.5isthe section heading, and it's page 5 KELLY, Q.C.

6 number 5.14. Going backwards again. Sorry, 6 Q.No, 2003. The answer is that the policy has

7 5.14,5.14, yes. 7 not been devel oped and we asked the follow up
8 MR.O'REILLY: 8 question which isNP210 and the answer that

9 Q. Just before page 5.2? 9 you provided or Hydro provided is, "in
10 HUTCHINGS, Q.C.: 10 reviewing the concept of a contribution in aid
11 Q. No, after page 5.13. 11 of generation, Hydro could not resolve the
12 KELLY, Q.C.. 12 difficulty of assigning common generation to
13 Q. I think you just went pastit. 5.3.5, just 13 one customer”. And I’m wondering if | can get
14 back up a small bit. Thereyougo. Okay. 14 you to comment on that, Mr. Wells, because it
15 And under that section, Mr. Wells, it says, 15 seems to me what we have hereisasituation
16 "capital cost recovery, a new policy is 16 wherein 1994 aneed to address thisissue,
17 required to cover the recovery of the capital 17 93, the need to address this issue was

18 cost of installing generating equipment at the 18 identified yet no policy has been developed,
19 request of amajor general service customer. 19 but we can have a situation where the demand
20 The policy should have the same underlying 20 of one customer in an isolated community can
21 philosophies and principles as the 21 materially affect the cross-subsidization
22 distribution and serviceline policy. And 22 burden and I’'m wondering if I can get you
23 there' s an action list for that for completion 23 comment on that?
24 date late 1994". Now, that, in fact, has not 24 Q. Wadll, | think thedifficulty hereis that
25 been done, hasit? 25 Hydro does not alocate new costs for

Page 151 Page 152

1 generation to customers period. On theisland 1 of the costs in. Theold theory the ten

2 interconnected system, if somebody were to 2 people that buy thefirst garbage truck and

3 build, for argument’s sake, an entirely new 3 when the 11th person comes along and you need
4 fish plant and create a demand, we provide the 4 another one, do 11 people contribute to the

5 service and the cost are common in the system. 5 cost of the second truck or just that 11th

6 So, we don'ttreat existing customers or 6 person. And so, welivein an average cost

7 potential customersor additions differently 7 system.

8 with respect to generation and it would be a 8 . In the Charlottetown example that we just

9 marked departure from what has been understood 9 |looked at, we saw that that addition to the

10 to be the practice if we were to do so because 10 system drove the rural deficit up by

11 wego by averagecost. Now, it begs the 11 $170,000.00.

12 question, let's say on the idand 12 .1 agree. We understand, | understand what
13 interconnected system, somebody came aong 13 you're -

14 with a demand for 1000-be realistic--200 would 14 .My question is, is it, a least, not

15 not be unrealistic, a 200 megawatt demand, 15 appropriate then that that increasein the

16 looking for, you know, 1000 gigawatt hours or 16 cost be born either by that service customer
17 something like that, or 1000 megawatt hours. 17 or aternatively by the people on that

18 The point being is this, we could have 18 isolated system. And whether some

19 something established in the idand 19 modification of the system isrequired in

20 interconnected system that would create a 20 order to deal with that?

21 significant demand and require the appropriate 21 .Very good question indeed because that
22 cost to supply it and we do not have a policy, 22 particular fish plant in Charlottetown, when
23 | don’t mean Hydro, in thisjurisdiction, we 23 that came on stream, there had been a

24 don’'t look to that additional demand to pay 24 significant government subsidy to get that
25 the cost of meeting that demand. We average 25 plant in Charlottetown to develop the local
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1 MR.WELLS:

© 00 N O o~ WODN

economy. And so therewas alevel of subsidy
in there and they were talking about that and
that the benefit would bring some 200 jobsin
thearea And then al of asudden we find
out that we'vegot to hook itupandit'sl. 5
million as we talked about, we proceeded to do
it. Well, I call the Department of Fisheries
personally and spoke to people and said, when
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economic activity in that particular area.
The fact that thiswas going to increase the
demand for electricity which also would have a
cost, | don't think that that was considered
by various sections of government involved in
doing that. But again, thisisan issue of
averaging costs in common and it'sa fact
that--and | think that, I’'m not familiar with
it now, that’'94/'95 report, but obviously

10 you are trying to get economic development in 10 within Hydro, you know, we seethings that
11 an area, you didn’t calculate obviously what 11 happen and demands placed on the system at a
12 the cost of supplying the plant with 12 cost. And we are concerned about the subsidy
13 electricity isgoing to be and | can tell you 13 and oddly enough this whole set up isimposed
14 now, we knew thefigure, it sgoingtobel. 5 14 upon us, but it seems like most of the
15 million. And if you got 2.5 million into it, 15 pressure comes on Hydro to try to reduce the
16 somehow together we' ve got 4 million into that 16 cost or do anything we can. And we' ve been
17 plant. It wasn't avery fruitful conversation 17 working diligently at it, but the costsare
18 from that point. And, you know, you havea 18 inevitably going toincrease, certainly for
19 bunch of interacting policies here, you know, 19 the isolated diesel systems. | have a
20 our electrical policies and how we run systems 20 different view of the interconnected system
21 and you have, you know, in that area, issues 21 and subsidy.
22 of employment and so, | mean, the fish plant 22 Q. And those costs that you’ re talking about that
23 that was put in there was put in there on the 23 arenow cross-subsidized, we saw the number
24 basis of fairly significant subsidies and 24 will increase to 44 million dollarsin the
25 resource supply requirements to try to develop 25 next coupleof years, thoseare redly a
Page 155 Page 156
1 social cost that government has transferred to 1 of asound plan by Hydro asto how it would
2 not only Newfoundland Power’s customers, but 2 achievethe financial target similar to an
3 also on aproportionate basis, the Labrador 3 investor owned utility and what the impact
4 interconnected customers. Do you agree with 4 would be on its customers. Has Hydro prepared
5 that? 5 any kind of written plan which will indicate
6 A. That'swhat is happening, yes. 6 the impact on Hydro’ s customers?
7 Q. Yes, okay. Mr. Chairman, I'm in your hands as 7  A.No, we have not.
8 how you wish meto proceed from here. I'm 8 Q. Andhave you prepared any kind of written
9 goingto moveinto another areawhich will 9 analysis on that issue, Hydro?
10 take some timeto develop and | can either 10 A. Astotheimpact on Hydro’s customers?
1 start into it,| won't finish within 15 11  Q.Yes
12 minutes or we can break here, but I’'min your 12 A.No, and I'm unaware that we were expected to.
13 hands. I’m prepared to carry on, if you wish. 13 Q. Okay. Now, when we looked at the rural
14 CHAIRMAN: 14 deficit a few moments ago, we saw that
15 Q. I'dliketo go through to 1:30. 15 continuing to grow and we talked about the 44
16 KELLY, Q.C.: 16 million dollars. Andinthemiddle of this
17 Q. That'll befine. Mr. Wells, | want to turn 17 year, we saw that government in its direction
18 next to talk with you a little bit about the 18 to the Board has indicated certain
19 status of Hydro and the rate of return issues 19 preferential rates should continue, in effect?
20 and the question of an investor owned utility. 20 A. That'scorrect.
21 InP.U 7, the Board concluded that Hydro’s 21 Q. That'scorrect. Has Hydro, itself, prepared
22 request to betreated asaninvestor owned 22 any financial plan, either aone or in
23 utility was not justified based on its 23 combination with government or any department
24 operating characteristics. And it indicated 24 of government to address the rural deficit and
25 that the request was premature in the absence 25 reduce it?
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1 MR.WELLS:

2
3
4
5
6
7
8
9

A. No. What we have doneis, and it’s attached,
filed with the corporate evidence, is directed
by the Board, we have, sincethe last rate
hearing, the Board wanted to see an
evidentiary dialogue--that’snot the right
word, but it'sclose enough--on this matter,
an evidentiary record, yeah. And so we had,
aswe have indicated in the evidence, the
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hearing as expressed in P.U 7. And | think
that, well, | would hope that the
Commissioners don’t find anything missing in
that report with respect to the rural deficit
issue that we put into government in March and
that’ sthe culmination of our dealingswith
government starting with the briefings
following the release, as soon aswe had P.U 7
finalized, we were involved with briefings of

10 various briefings with government, the 10 government and the Minister of Mines and
11 Planning and Priorities Committee in Cabinet, 11 Energy as to the results of the Order
12 the Minister of Mines and Energy and all 12 including that related to the rural deficit,
13 culminated again in doing up the paper that 13 provided al the information on the rural
14 submitted here and attached to the evidence 14 deficit. Andthen laterally, beyond the
15 with respect to the rural deficit and made 15 letters that were written as well, we put in
16 that known to government and reviewed it with 16 this discussion paper for them and that isthe
17 the appropriate ministers, as I’ ve indicated. 17 result.
18 And the response from government, result of 18 (1:15p.m.)
19 the responses and Mr. Kelly hasindicated, the 19 Q.Can | take you topage 9 of 14 of your
20 government issued directions with respect to 20 discussion paper under "future funding
21 rural deficit, but in fulfilling our 21 options', if we could just scroll, therewe
22 obligationsin this regard, | mean, we have 22 go. Now, you point out to the Minister in
23 made government fully aware of the details and 23 this particular discussion paper that the
24 the issues related to the rural deficit, the 24 Board outlined the following options regarding
25 opinion of the Commissioners at the last 25 funding of the rural deficit. And you laid
Page 159 Page 160
1 them out, reinstatement of the government 1 what isit we're going to change to?
2 subsidy, continuing cross-subsidization, fully 2 Q. Right.
3 cost recovery or some combination of the above 3 A.Wehad discussionson what theissues were
4 and you pointed out that in the 2002 Order, 4 prior to this summary document of March, but
5 the Board again, reiterated these options--and 5 there were no avenues pursued with government
6 I'll get Mr. O'Reilly to scroll to the next 6 with respect to alternativesto the current
7 page--and then there's commentary from the 7 situation.
8 Board. 8 Q. Andweknow -
9 Now, did you have any meetings with 9 A. They did not engage usin any discussion with
10 government concerning funding the deficitin 10 respect to that or any representative of
11 any of the alternative ways--if we could just 11 government.
12 scroll back the page, Mr. O’ Reilly, there we 12 Q. And we know in the middle of the summer that
13 go--in any of those aternative ways? 13 the government gavethe directive to the
14  A. There were no--other than that these issues as 14 Board, the effect of which was to continue the
15 described were, government was made awareand |15 cross-subsidization practice and, in fact,
16 in the briefings with respect to options that 16 took out certain, or ordered continuation of
17 the Board had outlined and they were made 17 certain preferential rates as well, aswe just
18 aware of that, but subsequent to all of that, 18 talked about, correct?
19 there were no specific meetings where we were 19 A. That’scorrect.
20 reviewing any one of those or in combination - 20 Q. So, Hydro'sshareholder government made a
21 Q. Inother words, after you sent in your report, 21 policy decision to continue with that existing
22 there were no further meetings with government |22 methodology, do we agree on that?
23 to discuss those options. 23 A. That'scorrect.
24  A.That'sright. Specifically on those options 24 Q. Okay. Now, let me take you next to CA 98 and
25 to say, well, okay, we'll change something, 25 when we go to CA 98, we come to the capital

Discoveries Unlimited Inc., Ph: (709)437-5028

Page 157 - Page 160




October 7, 2003

Multi-Page™ NL Hydro 2003 General Rate Application

Page 161 Page 162
1 KELLY, QC. 1 25th which is attached to your evidence, you
2 structure issue. And if I could just get Mr. 2 set out a discussion paper dealing with
3 O'Reilly to scroll it up asmall bit more, 3 capital structure, dividend policy and other
4 there we go. We have the debt equity ratios 4 matters.
5 set out here. Now, Mr. Wells, inP.U 7, the 5 A.That'scorrect.
6 Board approved a debt equity ratio of 80/20 as 6 Q. Andyou wrote Mr. Maynard on March 25th.
7 atarget for Hydro and pointed out that that 7  A.That'scorrect.
8 had been the target since the early 1990's, do 8 Q. Didyou have any response, did you have any
9 you agree with that? 9 meetings with Mr. Maynard or other government
10 A. That'scorrect. 10 officials over the question of the capital
11 Q. Andwould you agreewith methat as of 2002 11 structure and dividend policy?
12 and 2003, Hydro isnow at, asper thetable 12 A.The March 25th letter was intended to
13 for example in 2003, at a debt ratio of 86 1/2 13 capsulize again, theissues that we wanted
14 percent approximately. 14 clarification from with respect to the rural
15  A. That'scorrect. 15 deficit and we' d also brought the government’s
16 Q. Okay. So, there has been no movement forward 16 attention after P.U 7 was issued, the comments
17 in getting to that 80 percent debt ratio, has 17 with respect to our capital structure and the
18 there? 18 requirement for dividends and the Board's
19  A. No, because the revenue that we have from our 19 expression and view on mattersrelated to a
20 last rate hearing have not increased. | mean, 20 stable dividend policy being helpful. So, al
21 the rates charged have not increased and the 21 this was brought to government, so there had
22 additional expenses have comeon stream, so 22 been briefings of the Ministers in office at
23 there’ s been no improvement here in the debt 23 time of over that period in Mines and Energy,
24 equity ratio. 24 we aso had meetings with the Priority and
25 Q. Now, when you wrote to the government on March 25 Policy Committee of Cabinet. And the intent
Page 163 Page 164
1 of this letter and the discussion paper 1 second paragraph, well first of al, inthe
2 attached to it of March 7th wasthe end of, 2 first paragraph, they point out that the
3 you know, sort of the line. We were 3 letters concern Newfoundland and Labrador
4 recapturing the whole of the issue and putting 4 Hydro's dividend payments and the rural
5 the factsin play, again, for government. 5 deficit. Government is considering the
6 Q. So,if | canjust back up herealittle bit, 6 information you've provided and will advise
7 we had--the decision of the Board came down in 7 accordingly when decisions have been made.
8 Juneof '02. You had various meetings with 8 Now, after that letter in June 10, did you
9 government including Planning and Priorities 9 receive anything further from government with
10 during the fall of 02, early winter of '03 10 respect to capital structure and dividend
11 and then culminated inthis letter to Mr. 11 policy issue?
12 Maynard on March 25, | believeitis. Isthat 12 A.No.
13 - 13 Q. That'sthelast answer?
14  A. That’scorrect. 14 A That'sthelat, yes.
15 Q. That'scorrect? 15 Q. And the answer on the rura deficit issue came
16 A.Yes 16 inthe form of the directionsto the Board
17 Q. Now, then after you sent thisletter in, did 17 from the Lieutenant Governor in Council that
18 you have areply? 18 we talked about earlier?
19 A . There'sareply filed. 19 A. That’scorrect.
20 Q.IC134,go there. 20 Q. Okay. Now, if | take you back to your policy
21 A. That would probably beit. | don't havethe 21 paper, in your policy paper to government in
22 copy with the - 22 March, you had proposed a dividend policy of
23 Q. Okay, and if we go to the attachment. 23 50 percent of net operating incometo bein
24  A.Thereisit, yes. 24 place for five years?
25 Q. There sthe attachment. Andif we go to the 25 A.Yes, weoutlined what it would take in terms
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1 MR.WELLS: 1 outlined, we could achievethat ina time
2 of the ratio of the payout to achieve, moving 2 frame dependent on the dividend payout.
3 towards the 80 debt to capital structure and 3 Q Mr.Wedlls, canl takeyoutopage7 of 7 of
4 how it would--what would have to be to get to 4 your policy paper.
5 that or close to that in terms of the level of 5 A.Yes
6 the dividend payout. So, therewas a series 6 Q. Thereyougo, if wescroll up a little bit.
7 of cases in that paper that, to advise 7 In the last paragraph there, you say, "Hydro
8 government of what would happen under the 8 is suggesting that the current dividend payout
9 various parameters that were set,fora 75 9 policy of 75 percent would be replaced by a
10 payout or 50 percentpayout or at a 25 10 dividend policy of paying out 50 percent of
11 percent. 11 net operating income'. So, that was a
12 Q. All right, and - 12 concrete proposal by Hydro, was it not?
13 A. With certain assumptions. 13 A Yes
14 Q. Did I not understand it correctly that you 14 Q. Okay. "Thispolicy would befixed for the
15 were recommending a move toa 50 percent 15 next five years and facilitates movement to
16 payout ratio? 16 the proposed debt to capital structure. It
17 A. Well, out target was that we should move to an 17 would also contribute to rate stability and
18 80/20 debt to equity ratio. And as discussed, 18 predictability. Failureto adhere to such a
19 as the Board had confirmed, as you said 19 policy could result in similar disallowances
20 earlier, back in’92 and, you know, 80 percent 20 by the Board, thereby adversely impacting on
21 by our expert witnessisthe high range, so 21 shareholder return". So, you gave that advice
22 our objectivein Hydro and with the Board of 22 to government, didn’t you?
23 Directors of Hydro isto get to an 80 percent 23 A.Yes.
24 debt to capital structure. Toget there, 24 Q. And government has chosen, to date, not to
25 assuming, taking the assumptions that we 25 respond with any further direction to Hydro,
Page 167 Page 168
1 have they? 1 CERTIFICATE
2 A.That'scorrect. 2 |, Judy Moss Lauzon, hereby certify that the foregoing is
3 Q. Mr. Chairman, thisis probably a good place to 3 a true and correct transcript in the matter of
4 break? 4 Newfoundland and Labrador Hydro's 2003 General Rate
5 CHAIRMAN: 5 application for approval of, among other things, its
6 Q. Thank you, Mr. Kelly, Mr. Wells. | guess, Mr. 6 rates commencing January, 2004, heard on the 7th day of
7 Kelly, wetry, if at all possible, to givea 7 October, A.D., 2003 before the Board of Commissioners of
8 heads up as to where we' re going with cross- 8 Public Utilities, Prince Charles Building, St. John's,
9 examination. Do you have any ideaasto how 9 Newfoundland and Labrador and was transcribed by me to
10 much longer you might be? 10 the best of my ability by means of a sound apparatus.
11 KELLY, Q.C.: 11 Dated at St. John's, Newfoundland and Labrador
12 Q.| will be probably about two hours on Thursday 12 this 7th day of October, A.D., 2003
13 morning and then | will finish. 13 Judy Moss Lauzon
14 CHAIRMAN:
15 Q. Thursday morning, okay. Thank you very much.
16 We'll adjourn until 9:00 on Thursday morning.

17 Upon conclusion at 1:30 p.m.
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